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INTRODUCTION 


Because the New Zealand Superannuation Scheme will affect 
most working New Zealanders all should have the opportunity of 
knowing what is proposed. That is the main purpose of this White 
Paper. The scheme is far reaching and therefore should be widely 
discussed at all levels during the interval following the publication 
of this paper, the introduction of legislation, and the consideration 
of that legislation by a Select Committee of Parliament and by 
Parliament itself. Indeed, leaders of organisations, big and small, 
should promote discussion at an early date. It will also be to the 
advantage of individual citizens to make themselves acquainted with 


Minister of Finance. 


Chapter I. SUMMARY OF THE NEW ZEALAND 
SCHEME 


In broad terms the New Zealand Superannuation Scheme will, in 
conjunction with social security superannuation benefit, provide a 
reasonable continuing income on retirement. Means-tested benefits 
payable under social security will continue. 

New Zealand superannuation will be two-tiered. The first tier 
will be the social security superannuation benefit, payable at age 
65 to those eligible regardless of means. Improvements will continue 
to be made to this benefit and it will continue to be adjusted to the 
cost of living. Earnings-related superannuation, based on the contri- 
bution of the member to the scheme and his employer’s contribution 
plus interest, will form the second tier. Employee and employer 
contributions, together with interest earnings, will be aggregated on 
what is known as the cash accumulation principle to provide an 
annuity which may commence at the contributor’s option between 
the ages of 60 and 65. 

On the death of a contributor or annuitant, a continuing allowance 
for the widow or widower and a benefit for dependent children will 
be paid. Earlier retirement on medical grounds will be covered. 

People already in superannuation schemes when the New Zealand 
Scheme is introduced may, under certain conditions, elect to remain 
with their own scheme or join the New Zealand Scheme or a new 
scheme offering significantly better benefits. The overall result will 
be a partnership between the public and the private sectors in the 
superannuation field. 

The New Zealand Scheme will be phased in over 5 years before 
reaching the employee’s minimum contribution of 4 percent of wages 
or salary and the employer’s matching contribution of 4 percent but 
higher contributions may be made voluntarily during and after 
this period with consequent extra benefits. 

Phasing in over 5 years with low annual rates of contribution 
will result in a smooth introduction and allow ample time for 
existing schemes to adjust, where necessary. The effect on living 
standards and on the ability to save will be minor because the modest 
increases in contribution will be small in relation to expected increases 
in wages and other earned income. 

In general, contributions will be paid from “all income from 
personal exertion” (salary and wages, overtime, etc.), but not from 
investment income. 
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Contributions to the New Zealand Scheme will be deducted from 
wages and salaries, as with PAYE, and remitted to the Inland 
Revenue Department for transmittal to the New Zealand Super- 
annuation Corporation. 


The self-employed will be required to participate in the New 
Zealand Scheme at least to the level of the employee contribution, 
but they may elect to make a greater contribution, or remain in or 
contribute to, an alternative approved scheme. They may voluntarily 
contribute more than the minimum contribution and_ benefit 
accordingly. 


Those aged 55 or more when the New Zealand Scheme comes 
into effect need not join it or any alternative approved scheme but 
have the right to join the New Zealand Scheme up to age 65. 


The contributions of a married woman who stops work will 
remain to her credit in the New Zealand Superannuation Fund. If 
she resumes work she again becomes a contributor. If she does not, 
her credit will be preserved in the fund and an annuity paid at the 
time of retirement under the scheme. The same applies to any person 
who leaves work temporarily or permanently. 


Contributors who leave New Zealand permanently may take a 
refund of half their credit (generally their own contributions plus 
interest) or they may leave it in the fund, where it will earn interest, 
and be paid as an annuity based on total credit at retirement. People 
of overseas domicile temporarily employed in New Zealand will 
contribute but they will be given a refund after they leave the 
country. 


Where initial retirement is prior to age 65 and a contributor 
wishes to keep working, he may take his annuity but he (and his 
employer) must contribute on his earnings until he reaches 65. At 
that age the annuity will be adjusted. 


Contributors may elect on retirement to take up to one-tenth of 
their total accumulated credit in cash and have their annuity based 
on the balance. The annuity will be calculated to take account of 
changes in the cost of living. 


Tax exemptions, within certain limits subject to budgetary policy, 
will continue to be allowed. On the introduction of the New Zealand 
Scheme it is proposed to split the exemption so that contributions by 
individuals to any superannuation scheme up to the minimum level are 
allowable as an exemption. Contributions in excess of the compulsory 
amount and other payments under the general heading of life and 
endowment assurance policies will be treated as a separate special 
exemption. 


Major factors which will determine a contributor’s pension in 
relation to his income at retirement will be, firstly the relationship 
between the rate of inflation and the interest rate on his contributions, 
secondly the relationship of flat-rate social security superannuation 
(cost-of-living adjusted) to his wages or salary, thirdly how long he 
has been contributing to the New Zealand Scheme or an alternative 
approved scheme, and fourthly the level and pattern of earnings 
during his working life. 


Some 750,000 of New Zealand’s work force of about 1,100,000 
are probably not now covered by any superannuation scheme. The 
New Zealand Superannuation Scheme, or approved alternative 
schemes, will mean that all the work force, including the self- 
employed, will be directly providing for their own retirement and 
have funds standing to their personal credit. 


The benefits afforded contributors to the New Zealand Scheme 
when fully operative will be portable: in other words, they will 
“carry” the benefits with them if they change employment and they 
can transfer their credit in an alternative scheme to the New 
Zealand Scheme then or at any other time. 


The proposed corporation will have the same powers of invest- 
ment as are available to life offices. It will be subject to normal 
requirements concerning investments in Government and_ local 
authority securities. To prevent too great a concentration of investment 
by the corporation it will have power to employ investment and 
portfolio managers. 


The features of the scheme briefly described above are set out in 
greater detail in the following chapters. 


Chapter II, THE AIMS OF THE NEW ZEALAND 
SCHEME 


A New Era of Self-responsibility 


Social security benefits have been accepted as part of the New 
Zealand way of life since the first Labour Government introduced 
them more than 30 years ago. The range of protection afforded 
by these benefits has been improved over the years, reflecting con- 
tinuing public acknowledgment of community responsibility. With- 
out diminishing this sense of responsibility or the benefits already 
payable to the aged and other beneficiaries, the New Zealand 
Superannuation Scheme will, in addition, usher in a new era of 
self-responsibility covering all wage and salary earners as well as 
self-employed in its proposals for an income-related scheme. 


These proposals envisage that the social security superannuation 
benefit, financed from general taxation, will continue. So, with the 
New Zealand Superannuation Scheme, and other approved 
schemes, we will have a nation of people conscious that during 
their working lives they are regularly and directly providing for their 
later years. 


Social Objectives 


The area of community responsibility and that of individual 
responsibility must be defined and an acceptable aim for social 
welfare provisions established in considering any development in 
the field of “‘social welfare”, using this term in the widest sense. 


The extent of social security benefits reflects community acceptance 
of a responsibility to provide income for those who are actually, or 
who are presumed to be, wholly or partly unable to provide for 
themselves. With social security now more than 30 years old most 
of those receiving benefits have, while they were working, already 
contributed through taxation to the benefits of others. 


The Royal Commission on Social Security considered that the 
aims of a social security system are, “to enable everyone to sustain 
life and health’, to ensure that all are, “able to feel a sense of 
participation and belonging to the community” and, “where income 
maintenance alone is insufficient . . . to improve by other means, 
and as far as possible, the quality of life available”. 
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Referring to earnings-related superannuation (of which the New 
Zealand Superannuation Scheme will be the instrument) the Royal 
Commission said, ‘although we consider that the community is not 
responsible for giving earnings-related social security benefits, it may 
be responsible for ensuring that individuals have reasonably equal 
opportunities for providing for their own economic status”. 


The Royal Commission was primarily concerned with a different 
issue from the present proposal in that it examined the concept of 
relating a wide range of social security benefits to earnings and it 
assumed taxation would bear the cost. The New Zealand Super- 
annuation Scheme will not be a charge on the general taxpayer but 
will be financed through investment of members’ contributions. 


The Royal Commission of Inquiry into Compensation for Per- 
sonal Injury in New Zealand, which reported in December 1967, 
went beyond these general aims in its specific field. In recommending 
that income-related benefits be paid to all injured persons from a 
community-financed scheme its aim may be identified as that of 
providing continuing “security of economic status”. 


The Government firmly believes that such an aim has relevance 
beyond the field of personal injury. The first objective of social 
security is to ensure that beneficiaries are all able to live in dignity 
and comfort. This objective, and that of ensuring “belonging”, will 
continue to be fulfilled primarily by social security benefits. 


In recent years the interest in superannuation has increased 
markedly in all sectors of the work force, including the self-employed. 
Superannuation is no longer the preserve of the few and, increasingly, 
employees’ unions have shown interest in securing superannuation 
rights for their members to ensure that their income security will 
continue during retirement. Also employers generally have been 
far more aware of their obligations and responsibilities in this area. 
The National Provident Fund, life insurance societies and other 
bodies providing superannuation management have been active in 
encouraging the development and expansion of superannuation 
schemes. All this has resulted in a significant growth in membership 
of superannuation schemes, although less than one-third of the work 
force is so covered. 


The New Zealand Superannuation Scheme will give effect to the 
Government’s objective of ensuring continuity and security of income 
for the retired in the community. 


Invitation to Private Sector 


An important part of the proposals is that the Government is not 
setting out to achieve this on its own. It is inviting the private sector 
to join in partnership with the public corporation that will be estab- 
lished, to provide alternative schemes or supplementary savings for 
retirement. 


The Government will, by legislation, set standards which schemes 
wishing to be recognised as alternative schemes to the New Zealand 
Scheme must meet. A considerable degree of choice will remain open 
to the individual and the options open to those who contribute to 
alternative schemes at present will be wide, as chapter V indicates. 


What has already been stated outlines the basic thinking behind 
the implementation of the New Zealand Superannuation Scheme. The 
remainder of this White Paper will set out its provisions in detail. 
The Government is confident that once these are known and are 
studied by the community the scheme will be recognised as providing 
a major advance in the social legislation of New Zealand. 


Present New Zealand Schemes 


An outline of present schemes in New Zealand is contained in 
annex D. This covers schemes which are operated in both the public 
and private sectors. These schemes will need some modification in 
the light of the proposed New Zealand scheme. At this stage, 
however, the principles only are dealt with in this paper—in 
chapter V. 


10 


Chapter III. SUMMARY OF OVERSEAS SCHEMES 
AND ALTERNATIVES FOR NEW ZEALAND 


Introduction 


A large number of overseas pension or social insurance schemes 
were examined early this year to ascertain which had features suit- 
able for consideration in planning a New Zealand earnings-related 
scheme. 


It was decided in the light of these studies that the most relevant 
schemes were those being developed or operating in the United King- 
dom and Canada, or already developed in Sweden and West 
Germany. The characteristics of these schemes were studied in detail, 
based on information obtained through foreign embassies and New 
Zealand’s overseas posts. The next step was to forward questionnaires, 
through the embassies and posts concerned, on a range of points and 
the Secretary to the Treasury briefly visited West Germany and 
Sweden to complete the information required. This was not neces- 
sary with the United Kingdom and Canada because ample 
information had already been obtained. 


Most of these overseas pension or superannuation schemes are 
of a two-tier or composite nature and include a basic old-age pension 
which is not income-related. This pension is then supplemented by an 
income or earnings-related pension based on earnings over a working 
lifetime. In some schemes an upper and/or a lower limit applies to 
the level of contributory income but this provision also limited the 
total of the earnings-related pension. 


Although these schemes had some relevance to the proposals for 
a New Zealand Superannuation Scheme, they had been designed to 
suit the social and economic conditions of their countries. The con- 
clusion was reached from a study of such material that, in general, 
no particular overseas scheme was entirely suitable for New Zealand 
conditions, although a number of features were considered in the 
structure of the New Zealand Superannuation Scheme. 


Alternative Approaches 


An important exception to other systems was West Germany, 
which had developed a more complex structure covering various 
types of employment and was in the process of instituting minimum 
income or “floor” pensions where workers were earning less than 75 
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percent of the average wage. Pensions to assist the low or non-income 
female earners were also being included. 

In the United Kingdom and Canada the proposals for an income- 
related scheme had been based on an old-age pension provision, in 
both cases with some improvement in the basic pension. As nearly 
two-thirds of the United Kingdom male work force, excluding the 
public sector, were already in a large number of private occupational 
pension schemes, the British approach was to provide an alternative 
State Reserve Scheme on an accumulation principle but with a 
moderate level of contributions and annuities. 

It was considered that for New Zealand a two-tier system would 
ease the problems associated with the non-earners and_part- 
contributors which would occur in a single fund. Basic provision 
would be in the first tier (social security provisions) for all including 
those unable to contribute to the income-related scheme. This would 
overcome a number of problems such as periods of ill-health or 
disability, low income levels and broken periods of gainful 
employment. 

A two-tier system would preserve the distinction between those 
benefits which are now regarded as a public responsibility and those 
which result from the contributions to the income-related part of 
the scheme. 

Social security benefits as the first tier would be increased from 
time to time, while the contributor to the earnings-related scheme 
should not be subjected to changes in the basis of benefit provided 
in return for his contributions. 

Under a New Zealand Scheme which retained social security 
benefits financed from taxation, the rate of contribution for the 
earnings-related part of the scheme would be less than for a single-tier 
earnings-related scheme. As most existing superannuation schemes 
provide benefits as an addition to social security benefits a single 
tier scheme would require major changes in any alternative private 
scheme. 

For these reasons the Government decided on a two-tiered system 
for New Zealand. This means that social security superannuation 
benefit, payable regardless of means at the age of 65, will continue 
and an income-related pension will provide a supplementary second 
tier. 


Income-related Pension for New Zealand Scheme 


The merits of various systems to provide an income-related pension 
in the New Zealand Scheme have been examined. The salient features 
of selected overseas schemes are summarised in annex F. 
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The system of pension points as developed in Sweden is compli- 
cated and would pose problems when related to existing super- 
annuation schemes in New Zealand. It also has a high level of 
contributions from employers only. The West German scheme, while 
suitable for the conditions there, has a high level of contribution 
from both employers and employees, has not provided adequately 
for lower paid workers or broken periods of employment and has 
the further disadvantage from New Zealand’s point of view of 
requiring a large number of subsidiary schemes. 


This led to closer consideration of the schemes in Canada and the 
United Kingdom. The Canada Pension Plan is more limited than 
the proposals the New Zealand Government has in mind, although 
satisfactory for Canadian conditions as a limited second-tier which 
permits further voluntary third-tier arrangements. 


The United Kingdom proposed Reserve Scheme although based 
on moderate contributions, has certain features, particularly its 
relationship to existing private occupational insurance schemes, the 
basis for “recognition” for such schemes, and the provisions for 
preservation on change of employment, which have proved useful 
in considering the problems of alternative schemes. These features 
include the provisions for preservation and portability in private 
schemes. 


In the New Zealand situation, however, as about two-thirds of 
the work force do not have occupational schemes available, it was 
felt the New Zealand Scheme should go further than the British 
Reserve Scheme. 


A pension scheme of the average income type based on the 
relationship of the individual’s level of earnings to the average of 
all workers in such a scheme throughout the period of contribution 
was also examined. Various relationships could be established either 
as a percentage of or a ratio for each year’s earnings by an individual 
to the total average, and a scheme could be devised which established 
a series of pension credits for all the years for which contributions 
were payable. 


The merit of an average income scheme of this nature is that a 
desired level of pension can be paid but in order to do this, particu- 
larly with cost of living adjustments, provision is needed for changes 
in contribution rates from time to time. It was felt that such a type 
of scheme, while it had attractions, would prove to be complicated 
in design and operation. 
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Although consideration was given to these and many other over- 
seas schemes none was regarded as suitable for New Zealand 
circumstances. It was therefore agreed to base the scheme on the 
cash accumulation principle and to follow broadly the general 
provisions now being used in the national schemes of the National 
Provident Fund. 


The principles of the cash accumulation type schemes have certain 
advantages and would be simple in operation. Under such a scheme 
contributions paid over a working life, together with employers’ 
contributions, are accumulated with interest to form a fund or credit 
in the name of the individual contributor. Normally the rate of 
contribution is not varied. 


The total credit accumulated by each employee is converted to 
an annuity at retirement by simply exchanging the credit for a life 
income, i.e., an annuity. The rate of conversion is based on 
actuarial annuity tables. The amount of the annuity is thus related 
to the income received over the working life. This type of scheme 
will cope with broken or seasonal periods of employment and uneven 
earnings during working years and should give the average worker 
a satisfactory return, particularly if his level of earnings has been 
fairly constant in relation to others in the work force. It may not be 
as advantageous to those who receive an increasing income through 
promotion and whose salary in the concluding years of their careers 
could be much above average. Nevertheless, such workers receive 
a pension based on actual contributions, plus the employer’s subsidy, 
with the addition of interest earned at the rate for the fund. 


To sum up, a cash accumulation scheme endeavours to equate 
the value of benefits at the point of retirement in respect of an 
individual to the accumulated value of the contributions in respect 
of that individual, although a certain amount of other “pooling” is 
normally the case, where widows’ and dependents’ benefits are to 
be provided. This type of scheme, depending on the basis adopted 
for annuity purposes, can be structured to provide adjustments in 
respect of cost of living for the emerging pensions. The extent of this 
provision will affect the level of pension, depending on the assump- 
tions made for this factor, the earnings, and experience of the 
annuity fund. 
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Chapter IV. DETAILED PROVISIONS OF THE NEW 
ZEALAND SCHEME 


After the New Zealand Scheme is introduced, superannuation 
will be provided by a partnership between the public and the private 
sectors. The New Zealand Scheme will set minimum standards which 
should, along with social security superannuation benefit, provide 
an adequate income for retirement. The individual may remain in 
an existing superannuation scheme, or join a new one subject to 
conditions of approval, but if permitted under the terms of the 
trust deed of his existing scheme and the terms of his employment, he 
may choose to contribute to the New Zealand Scheme. An employer 
will not be precluded from setting up a scheme for a specific group 
of his employees, within the limits set down for the approval of 
new superannuation schemes. Broadly, these limits are that such 
schemes must offer benefits significantly better than those given by 
the New Zealand Scheme. 


Membership of the Scheme 


It is proposed that membership of the New Zealand Scheme, or of 
an approved alternative scheme, must commence with employment 
after leaving school. Those who are not contributors to a super- 
annuation scheme on the date the New Zealand Scheme comes into 
effect will have to join the New Zealand Scheme or an approved 
alternative scheme unless they are aged 55 or over. This 55 or over 
age group will have the option of remaining in their present scheme 
under existing conditions, joining the New Zealand or an alternative 
scheme, or remaining outside of any superannuation scheme. New 
Zealanders employed overseas by the New Zealand Government 
or by New Zealand firms will contribute to the New Zealand Scheme 
or an approved alternative one. 

People of overseas domicile employed in New Zealand temporarily, 
for example on work permits, working holidays or engaged on con- 
tract, will also be required to contribute to the New Zealand Scheme. 
After their departure from New Zealand they can apply for a refund 
of half the credit they have accumulated which would normally 
amount to a refund of at least their own contributions. 
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Rights on Permanent Emigration 


A contributor to the New Zealand Scheme not being a temporary 
resident who emigrates permanently will be entitled to receive a 
refund of half the total credit in his account (normally at least 
his personal contributions together with interest) after 5 years’ 
absence. Membership of the scheme will be preserved if the contri- 
butor wishes. 


Portability and Preservation 


There will be no right of withdrawal from the New Zealand 
Scheme other than on permanent emigration although a person on 
joining an alternative scheme may have his past credit preserved 
with the New Zealand Scheme or transferred to that alternative 
scheme. The contributions of a married woman or other person who 
ceases paid employment will remain in the fund and if she should 
return to work in later life she could add to them. Provision will 
also be made for the New Zealand Scheme to receive the accumulated 
contributions, if desired, of those who have contributed to alternative 
schemes when they leave or change employment. 

Provisions for portability of contributions are set out in chapter V 
and annexes B and C dealing with other superannuation schemes. 
However, the principle will be that contributions by both employee 
and employer, together with interest, may be transferred to an alter- 
native superannuation scheme should the contributor decide to join 
one on changing employment or when one is introduced by his 
employer. 


Definition of Contributory Income 


The definition of contributory income will be spelt out in the 
legislation. In general terms, it will include all “income from personal 
exertion”. In the case of employees (whose employers also make a 
contribution on their behalf) it will include all income from employ- 
ment including wages, salary, certain allowances, holiday and over- 
time pay, long-service leave pay, etc., and will include primary and 
secondary employment. In the case of the self-employed it will 
include all business income as defined by the taxation law. 
Income from investment and the usual forms of saving will be 
excluded from these definitions. Income from sources outside New 
Zealand, except remuneration of residents of New Zealand, will also 
be exempt. 
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Collection of Contributions for the New Zealand Scheme 


Contributions will be deducted by employers from the remunera- 
tion of their employees and paid, together with the employer’s own 
contributions, through the Inland Revenue Department in a similar 
way to payments of PAYE deductions. The self-employed will pay 
contributions, also through the Inland Revenue Department. 


The Rate of Contributions 


The minimum rate of contributions required for the New Zealand 
Scheme will be 4 percent of wages or salary from the employee 
matched by 4 percent of the employee’s wages or salary from the 
employer. 

A variety of contribution rates were considered for this Scheme, 
ranging in a scale from a total of 6 percent at one end to a total 
of 124 percent at the other. In determining the most appropriate rate 
many factors were borne in mind. Paramount among these was the 
adequacy of the benefit that will emerge at retirement after contri- 
buting to the Scheme for a full working lifetime, together with the 
ability of the employee to meet the contribution rate. Tables included 
in annex A show types of annuity that could be expected from 
the scheme including social security superannuation. These take a 
number of hypothetical cases ranging from a person whose highest 
earning period is in the earlier or middle years of his working life, 
to one who commences contributing at a later point and whose 
salary rises steadily throughout his career. The assumptions for these 
calculations, together with explanatory notes, may be found in the 
annex. 


In summary, however, the most important factors which will 
affect the relationship between the level of total pension at retire- 
ment and the wage or salary received by the contributor during his 
working life are firstly the relation between inflation and the interest 
rate earned by contributions, secondly the relativity between the 
wage or salary and the flat-rate social security superannuation, 
thirdly the number of years contributing to the scheme, and fourthly 
the level and pattern of earnings. 


The New Zealand Scheme will be authorised to receive contribu- 
tions in excess of the minimum level of 8 percent. Such a provision 
will, it is hoped, encourage employers to make additional contri- 
butions on behalf of their employees, and encourage employees 
themselves to make extra provision for their retirement. Additional 
contributions to the New Zealand Scheme will purchase extra 
benefits in the same form as the basic benefits of the scheme. 


17 


Phase-in Period of Contributions 


Superannuation contributions after the introduction of the New 
Zealand Scheme will be phased-in gradually over a period of 5 
years. The initial rate will be 1 percent each from employer and 
employee, increasing by an additional 1 percent each in the second 
year and by half of 1 percent in each year thereafter until the full 
level of 8 percent has been reached. 


During the phase-in period contributions in excess of the standard 
rate for the year may be paid where this is agreeable to both the 
employee and the employer. This phase-in period will give those 
who wish to make adjustments to their pattern of savings time to do 
So. 


Benefits at Retirement 


The principal benefit from the scheme will be the annuity, that is 
the annual income received during retirement. Contributors will be 
free to start taking their annuity at any time between the ages of 
60 and 65. This annuity is based on the total accumulation of 
contributions and interest at the point of retirement and is calculated 
in accordance with the procedure set out on pages 22 and 23. A 
continuing pension on death will be paid to the widow or widower 
of the annuitant equal to half that received by the annuitant. 
Future cost of living adjustments will also be allowed for in 
calculating annuities. 


The Government believes firmly that the principal retirement 
income should be in the form of an annuity. Only this can provide 
the continuity of income and the security necessary during retire- 
ment. However, it is appreciated that many require some lump sum 
payment at retirement. Within the provisions of the New Zealand 
Scheme a contributor may elect to receive up to one-tenth of his 
credit in a cash sum at the point of retirement. His annuity, with 
cost-of-living adjustments, will then be that which can be purchased 
by the remainder of his credit. 


The introduction of the New Zealand Scheme will not prevent 
separate supplementary or third-tier arrangements being made for 
additional benefits. There will also continue to be opportunities for 
. those who wish to continue with endowment or lump sum schemes 
or to purchase separate life and endowment assurances from the life 
offices. Tax exemptions will continue to be allowed on such premiums 
within certain limits as decided from time to time. 
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Retirement Before 60 on Medical Grounds 


Authority will be given to approve the payment of annuities to 
those who retire before the age of 60 for medical reasons. Such 
allowances will be calculated according to the age and sex of 
retiring contributors, based on the accumulated credits at the date of 
such retirement in a similar manner to those at the normal time of 
retirement. Retiring allowances approved for medical reasons will 
also receive cost-of-living adjustments. 


If the annuitant is subsequently re-employed, or otherwise becomes 
liable to contribute for superannuation, his annuity will continue 
while he is making such contributions towards a further allowance on 
subsequent retirement. 


Benefits on Death of Contributor or Annuitant (for widow or 
widower ) 


On the death of a contributor to the New Zealand Scheme, or of 
an annuitant, an allowance will be available for the widow (or 
widower) provided either that the husband and wife were married 
for at least 5 years or there is a dependent child (including an 
adopted child). In the case of an annuitant, the marriage must 
have taken place before age 65. In the following paragraphs refer- 
ences to widows include widowers. 


On the death of a contributor the widow may elect to receive an 
allowance equal to half the annuity which the contributor would 
have received had he retired on medical grounds on the date of his 
death. Similarly on the death of an annuitant, the widow may elect 
to receive an allowance equal to half the annuity being received by 
the annuitant at the date of death (excluding any part of the 
annuity which itself arose as a widow’s allowance). 


On the death of a single contributor, or a contributor whose widow 
does not elect to receive an allowance, a sum equal to one-half of 
the credit in the contributor’s account will be paid to the estate of 
the contributor. Similarly on the death of a single annuitant, or an 
annuitant whose widow does not elect to receive an allowance, there 
will be paid to the annuitant’s estate the amount, if any, by which 
one-half of his credit at the time of retirement exceeds all payments 
made to him from the scheme. 


On the remarriage or death of a widow in receipt of a widow’s 
allowance, the allowance will cease but a payment may be made 
to her, or her estate, as follows: 
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(a) In the case of the widow of a contributor—the amount, if 
_any, by which one-half of the credit in the contributor’s 
account at the date of his death exceeds the payments 
to the widow up to the date when her allowance ceased. 
(b) In the case of the widow of an annuitant—the amount, if any, 
by which one-half of the credit in the account of the 
annuitant at the date of his retirement exceeds the payments 
to the annuitant and to his widow up to the date when 
the widow’s allowance ceased. 

The effect of these provisions is that in all cases at least one-half 
of a member’s credit which would generally be at least equal to the 

member’s contributions plus interest will be paid. 


Additional Benefits for Dependent Children 


In addition to these benefits for widows and widowers and in 
addition to the social security widow’s benefit, where applicable, the 
New Zealand Scheme will provide a benefit in cases where a 
contributor dies leaving dependent children (aged 15 and under or 
where otherwise fully disabled and not permanently employed). In 
such cases a lump sum will be paid to the trustees of the children. 
The amount provided will be based on $50 for each child for each 
full year from the date of the death of the contributor until the child 
would reach the age of 16, or where fully disabled an amount of 


$800. 


Annuities for de facto Partners 


Authority will be given to pay a widow or widower’s allow- 
ance to the surviving partner of a de facto relationship. Such allow- 
ances will only be paid where it is established that he or she was 
dependent on the deceased immediately before death, was publicly 
represented as husband or wife and that either they have dependent 
children or that the woman has been continuously maintained by the 
man for 5 years. Discretionary power will be needed to deal with 
unusual cases. 


Re-employment of an Annuitant 


There will be many cases where initial retirement occurs between 
ages 60 and 65 and the annuitant elects to commence his annuity and 
subsequently return to work. In these circumstances the annuity will 
continue but contributions will be required in accordance with the 
scheme until age 65 when the new credit will be applied to purchase 
an additional annuity. 
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Participation of the Self-employed 


The self-employed will be able to participate in the New Zealand 
Superannuation Scheme on a virtually identical basis to the employed. 
The self-employed have shown considerable interest in superannua- 
tion, particularly in recent years, as the growth of schemes providing 
for them, such as certain National Provident Fund schemes, indicates. 
Moreover, most of those who are at one time self-employed are 
employees at another stage of their working life and the division 
between these two categories is often indistinct. For these reasons the 
Government has decided not to make any exception from the 
compulsory nature of the New Zealand Scheme for any particular 
group of employees or self-employed. 

The minimum contribution rate which will be required from the 
self-employed will be 4 percent of “self-employed income” but if 
they wish they may elect to contribute beyond 4 percent, as can the 
employed. In general, self-employed income will, with some excep- 
tions, mean income derived by the person from the carrying on of a 
business or profession, either alone or with another person. 

On the introduction of the New Zealand Scheme a tax exemption 
will be allowed the self-employed both for their compulsory contri- 
bution of 4 percent, and for further contributions of up to an addi- 
tional 4 percent of self-employed income where the individual is 
not incorporated as a company. 

The position of those of the self-employed who are incorporated 
will be dealt with in the chapter on taxation (pages 34 and 35). 


The self-employed will also enjoy the same right to contribute to 
approved alternative schemes as will the employed, and these schemes 
will be subject to the same requirements as those for the employed. 

Provision in the legislation relating to matters such as the transition 
period, and existing lump sum arrangements, will in general be as close 
as possible to those applicable to employees in existing schemes. 


Accident Compensation 


Payment of benefits from the New Zealand Superannuation Scheme 
will not be affected in general by the payment of earnings-related 
compensation under the Accident Compensation Act 1972. Such 
compensation ceases at age 65 but in the event of a work accident 
occurring after that age, it can be payable up to age 71. 

Although the payment of benefits from the New Zealand Scheme 
will not be affected by accident compensation payments, the level 
of these compensation payments could be altered when a New Zea- 
land superannuation scheme benefit is already being received. This 
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results from the provision in the Accident Compensation Act which 
gives the Accident Compensation Commission power to take into 
account when determining compensation the degree of dependency 
at the time of death of the dependents of earners who die as a result 
of personal injury by accident. 


Financial Provisions 


Within the New Zealand Superannuation Fund the board will 
establish for each contributor an account to which will be credited 
the total contributions paid to the fund in his name plus interest. 
Contributions together with revenue and payments (other than in 
respect of annuities) will be recorded in the General Account of the 
corporation. 


Annuity Account 


An Annuity Account is to be established by the corporation from 
which all annuities provided by the New Zealand Superannuation 
Scheme will be paid and to which investment earnings will be 
credited. When a contributor goes on annuity the whole of the 
amount standing to his credit in the fund will be transferred to the 
Annuity Account. Upon the death of a contributor before pension 
age leaving a widow who elects to receive a widow’s benefit, sufficient 
part of the amount standing to his credit to support this at the current 
Annuity Account rates will be transferred to that account. 


All annuities payable from the Annuity Account will be fully 
protected against increases in the cost of living as defined by the 
Consumer’s Price Index. 


As annuities arising from alternative schemes must meet the 
same conditions, the Annuity Account of the corporation will be 
prepared to assume responsibility for the payment of these in return 
for the payment to it of the appropriate purchase sum based upon 
the current Annuity Account rates at the time the annuity commences. 
Many alternative schemes would find it useful to have this facility. 
It is therefore envisaged that the Annuity Account could be the major 
vehicle in New Zealand for the provision of such payments. 


The rate at which total accumulated contributions will be con- 
verted into annuities will be determined by the board with the 
approval of the Minister of Finance and after advice from the 
Government Actuary having regard to anticipated experience in: 
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a) Mortality (allowing for male or female separately) ; 
) 


( 
(b) Expenses to be borne by the fund; 
(c) Investment yields; 

(d) Cost of living increases. 


None of these factors can be precisely forecast at this stage but 
it should be possible to make estimates in the future which will prove 
reasonable during the expected lifetime of annuitants. It will be 
sufficient if the financial effects of the experience taken as a whole are 
fairly close to those assumed for the purpose of determining the 
annuity rates. 


It is proposed to investigate the experience annually and to 
compare the results with the assumptions made in striking annuity 
rates so that proper consideration can be given to any changes in the 
annuity rates which might appear desirable. It is intended to avoid 
abrupt changes. Changes may, however, become necessary from time 
to time to reflect changing experience. The corporation will be 
responsible after consideration has been given to the results of the 
periodic actuarial valuations for the degree of cost-of-living allow- 
ance to be incorporated in the annuity rates. 


The increase in population and the fact that annuities will be 
small for some time will ensure that the fund continues to grow for 
many years. Increases in cost of living will result in increased 
annuities but the financial effect on the account may well be masked 
by increased inwards cash flow from accumulated contributions 
which themselves have been increased by the effect on wages and 
salaries. 


Deferred annuities from the New Zealand Scheme and eligibility 
to receive social security age benefit 


Where a contributor to the New Zealand Scheme does not elect 
to receive his annuity until age 65 and applies to receive the means- 
tested social security age benefit, the Department of Social Welfare 
will count the deferment of the annuity as divestment of income 
when it assesses the person’s income for age benefit purposes. 
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Chapter V. BASIS OF APPROVAL FOR EXISTING 
AND NEW SCHEMES 


A. Existing Schemes 


In establishing a superannuation corporation the Government is 
not stipulating that all superannuation will ultimately be channelled 
through that body. Provision is being made for employers with 
existing schemes, provided they satisfy certain criteria, to obtain 
approval to continue their operation. In addition, the opportunity is 
being given for the establishment of new schemes, although subject 
to somewhat more stringent requirements. These requirements are 
discussed later in this chapter. 


The conditions for approval of the continuation of existing 
schemes are complicated and technical. They are set out in more 
detail in annex C. Because in many cases some restructuring of the 
scheme may be involved, and this could not always reasonably be 
completed before the commencement of the New Zealand Scheme, 
the alternative is given of either seeking formal approval at the outset 
or seeking provisional approval in the meantime, with the requirements 
for formal approval to be met within a transitional period of 5 years. 


For immediate or ultimate formal approval the essential basis of 
a scheme must be— 

(a) Future employee contributions to at least equal the minimum 
contribution rate in the New Zealand Scheme from time 
to time and be at least matched by employer contributions. 

(b) A guarantee to be given that in respect of the period after 
date of formal approval the benefits provided, including the 
transfer values in the event of transfer to another scheme, 
will be at least those which would have been provided had 
the employee contributions, matched equally by the 
employer, been in fact paid into the New Zealand Scheme. 


Where an employer obtains provisional or formal approval for 
“opting out” of the New Zealand Scheme, eligible employees may 
become members of the approved scheme. However, if permitted in 
terms of the relevant trust deed and the terms of his employment, 
an employee may elect instead to join the New Zealand Scheme. This 
will not entitle him to a refund of any past contributions other 
than in circumstances where he could have received them 
under existing conditions. This could be on leaving his employment, 
on withdrawal from membership where this is permitted, or the 
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winding up of the employer’s scheme. The important point here 
is that existing rights to uplift contributions will not be affected in 
respect of contributions paid before the commencement of the New 
Zealand Scheme. Contributions paid after the date of provisional or 
formal approval will however in general be “locked in”. 


Employers will be free to enter additional employees into super- 
annuation plans in the meantime and undoubtedly there will be 
considerable activity in this direction. (See paragraph 5, annex C.) 
However, there will be the restriction that a requirement for 
approval will be that as from the date the White Paper on the 
New Zealand Superannuation Scheme is presented to the House the 
retirement benefits for new entrants who join after that date must 
be in pension form (subject to the 10 percent capitalisation of 
pension to be permitted in the New Zealand Scheme). See annex 
C for technical details. 


Mention has been made of a transitional period up to 5 years 
during which an existing scheme may be permitted to operate under 
provisional approval pending the requisite amendments for formal 
approval. This does not in any way jeopardise the rights of employees 
in such a scheme because during the period involved— 


(a) At least New Zealand Scheme contribution rates must be 
met; 


(b) The benefits of all contributions, both employee and employer 
must be preserved for members. 


The Government believes that to adequately fulfill its purpose a 
superannuation scheme should be pension based. However it is a fact 
that to date quite a number of schemes provide lump sum benefits 
and much personal planning will have hinged on this. It is desired 
to minimise the disruption that the elimination of lump sums at 
this stage could cause. Accordingly provision has been made for 
preservation of existing rights. This is detailed in annex C but 
briefly the position is that— 


(a) If the employer agrees, contributions may be continued towards 
a lump sum benefit but only on the basis of the amount of 
contributions actually being paid at the date of commence- 
ment of the New Zealand Scheme. 


(b) If the level of such contributions is or becomes less than the 
minimum under the New Zealand Scheme the balance 
must be paid either into the New Zealand Scheme or to 
an alternative scheme for which approval has been received. 
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Most of the above has been directed at schemes with what could 
be termed “allocated funding’’. These are schemes where the contri- 
butions by the employees and by the employer are allocated to the 
individual employee together with a share of the earnings from invest- 
ment. Examples are where the moneys are applied to the purchase 
of life assurance policies or a money accumulation scheme with 
individual crediting along the lines of the New Zealand Superannu- 
ation Scheme itself. 


On the other hand there are schemes with “unallocated funding”. 
In these schemes although the employee’s contributions are definable 
at any given time, there is no employer contribution credited to the 
individual employee but overall employer payments are lumped 
together towards meeting the stipulated benefits. The schemes are 
mainly pension schemes although in recent years some have been 
operated with at least part of the retirement benefit as a lump sum. 
Because of their nature the requirements for “unallocated funding” 
schemes have had to be varied in some aspects and this is shown in 
paragraph 13 of annex C. Accordingly for unallocated schemes— 


(a) If the employer intends to apply for approval as an alternative 
scheme the existing fund could obtain provisional approval 
and the various requirements mentioned in annex C would 


apply; 

(b) If the employer does not intend to seek such approval the 
scheme can continue as before but without the admission 
of new members. 


Capitalisation 


In the New Zealand Scheme capitalisation of pension is to be 
permitted in respect of up to one-tenth of the retirement credit. This 
restriction will also be applied in respect of approved alternative 
schemes but nothing will affect capitalisation rights in respect of that 
portion of the ultimate pension based on service before the commence- 
ment date of the New Zealand Scheme. 


Age 55 and over 


Provided the employer and employee agree the existing rights and 
conditions may be continued for employees who are over the age of 
55 years at date of commencement of the New Zealand Scheme 
(paragraph 10 of annex C refers). 
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General 


All of the preceding is confined to where the employer seeks approval 
to continue a current scheme. Where he does not seek to do so, or 
fails to comply with the terms of a provisional approval, he is still, 
of course, required to enter all employees concerned into the New 
Zealand Scheme. The detailed provisions are stated in paragraphs 
14 and 15 of annex C. Salient points may be summarised as— 


(a) An employee in an existing scheme: 

(i) Will generally remain in or transfer to his employer’s 
scheme as provisionally or ultimately approved; 

(ii) If permitted under the terms of the trust deed of 
the existing scheme and the terms of his employment, may 
transfer to the New Zealand Scheme; 

(iii) With his employer’s consent remain in an allocated 
scheme to the contribution level as at the date of commence- 
ment of the New Zealand Scheme, or remain in an un- 
allocated scheme on the same benefit arrangements as 
hitherto, with any balance of contributions up to the New 
Zealand Scheme minimum level either paid to the New 
Zealand Scheme or to an approved alternative scheme. 


(b) The employer may: 

(i) Apply for formal approval as an alternative scheme 
with effect from the commencement of the New Zealand 
Scheme; 

(ii) Apply for provisional approval subject to complying 
with the conditions for formal approval within a transi- 
tional period of 5 years; 

And he must: 

(iii) As from the date of tabling this White Paper enter 
new members on the basis of a pension being the 
retirement benefit; 

(iv) During the period of provisional approval ensure 
that contributions are at least to New Zealand Super- 
annuation Scheme levels and that benefits accruing during 
this period are fully preserved for members; 

(v) Not enter new members if operating a scheme for 
which approval as an alternative scheme is not being 
sought. 
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B. New Schemes 


Just as existing schemes are being permitted to continue, subject 
to modification as required, employers will be free to establish new 
schemes but existing employees will have the option of whether they 
join such a scheme or remain in the New Zealand Scheme. Annex 
B outlines the procedure to be adopted, the broad criteria for 
approval, and the future surveillance of schemes by the Government 
Actuary, including some special requirements for “unallocated 
funding” schemes. 


The essential difference between approval for the continuation 
of an existing scheme and approval for the establishment of a new 
scheme is that whereas for existing schemes the emphasis is on at 
least equating New Zealand Scheme levels, new schemes for which 
recognition is sought will have to provide something significantly in 
advance of those levels. 


In their basic structure all approved new schemes will have to 
follow the New Zealand Scheme by being pension based with porta- 
bility of benefits, have provision for widows or widowers, and 
with cost of living adjustments to’ benefits. However whereas the 
New Zealand Scheme minimum contribution level will reach 4 
percent of earnings by the employee and a similar contribution by 
the employer, it is propcsed that the minimum aggregate matched 
contributions should be 10 percent in the case of a new scheme. This 
percentage would be less during the 5-year period while the contri- 
bution rates for the New Zealand Scheme gradually increase but 
it would always be proportionately in excess of those rates. If it is 
desired to provide for total contributions in excess of that percentage 
this is permissible and the sharing basis a matter for the employer 
and employees but in every case— 


(a) The employee’s percentage of contribution must be at least 
5 percent; 
(b) The employer’s contribution must at least equal the 
employees. 


Apart from this contribution specification, the benefits and transfer 
values provided by a new approved scheme will have to exceed 
proportionately those which would have been produced by minimum 
contributions under the New Zealand Scheme. The proportion will 
be that by which the employee’s contribution rate exceeds that mini- 
mum. For example if the employee’s contribution rate were 5 per- 
cent of earnings that would be 25 percent above the minimum New 
Zealand Scheme contribution and the benefit and transfer values 
would have to exceed those of the basic New Zealand Scheme to that 
extent. 


28 


A fundamental requirement of any new approved scheme will be 
that except in the event of death, or possibly permanent emigration, 
there will be nothing withdrawn by contributing employees until 
they become eligible for pension. Thus provision will have to be 
made that in the event of the scheme being wound up, say, because 
the employer goes out of business, the money falling due will be 
transferred to the New Zealand Scheme or to an approved alternative 
scheme in order that accrued pension rights may be preserved. For 
further details see annex B. 


Schemes which are established after the date of tabling the White 
Paper will, in general, be required to observe the provisions outlined 
in annex B if approval as an alternative scheme is to be sought with 
effect from the commencement date of the New Zealand Scheme. 
In the meantime, such schemes may operate on the basis of Inland 
Revenue conditions currently operative except that retirement 
benefits for all new members must be in pension form. 


The Commissioner of Inland Revenue will have discretion to 
designate schemes as existing schemes where substantial agreement 
has been reached but formalities had not been completed on the 
date of the tabling of this White Paper. 
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Inset 3 


Chapter VI. ECONOMIC IMPACT AND INVEST- 
MENT OF THE FUND 


Superannuation simply means foregoing some income now to pro- 
vide an income in retirement. Many thousands of New Zealand 
citizens are already doing this. The introduction of the New Zealand 
Superannuation Scheme, the adaptation of existing schemes, and the 
introduction of alternative approved schemes will mean that all the 
work force, including the self-employed, will be contributing towards 
annuities on retirement. 


Because the scheme will be phased in over 5 years, beginning at 
1 percent for the employee (and the employer), reaching a total of 
4 percent for each at the end of that period, there will be no sudden 
drop in take-home pay or other earned income. Conversely, if the 
scheme were introduced with the total of 4 percent immediately 
payable, there would be a significant drop in real income: people 
would try to maintain their living standards at the expense of savings. 
This will not occur with phasing-in on a modest scale of contribution. 


For example, if a contributor’s real income were increasing at the 
rate of 2 to 3 percent a year before the scheme started it will 
increase at the rate of 1 to 2 percent for the first 2 years of the phase- 
in period and 14 to 24 percent for the balance. The differences repre- 
sent the rate of his superannuation contributions. For the economy 
overall the aggregate level of individual spending will increase at a 
slower rate during the phase-in period and will be balanced by an 
increase in the real level of savings. 


However, the effect on costs and prices during the initial period— 
when the cost-push element could intrude—is likely to be minor. 
Even if both employers’ and employees’ contributions were passed on 
in higher prices, the increase would, in annual terms, be relatively 
small compared with experience in New Zealand and other countries 
over the last few years. 


Government revenue will be affected by the scheme to the extent 
of deductible tax allowances for contributions of both employers and 
employees. This loss could be in excess of $20 million in the first year, 
estimated on the basis of present exemptions and those people at 
present not in a superannuation scheme. 
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Against this there is the requirement that similar institutions hold 
a percentage of their funds in public sector securities. For the first 
year under the present 30 percent ratio this would approximate in 
respect of new contributions from all schemes about $12 million for 
Government and $6 million for local authorities. 


A table of hypothetical money flows into the New Zealand Super- 
annuation Fund as a result of the introduction of compulsory 
superannuation follows. All figures are expressed in 1971 dollars and 
measure the flows of money as a percentage of gross national product 
(GNP). Gross national product is assumed to increase at a (real) rate 
of 44 percent a year. Increases in wages have been assumed at 6 per- 
cent, interest at 6 percent, and price inflation at 4 percent. It is 
assumed that 50 percent of contributions at the minimum level from 
the labour force will accrue to the New Zealand Scheme from 1 April 
1975, and that all pension schemes will use the New Zealand Scheme 
Annuity Account. 


Year 


Ended Contributions Interest, etc.* Payouts Net Inflow 
March $m %GNP $m %GNP $m %GNP $m 9%GNP 
LO76> os, 43 0.6 2 a 1 — 44 0.7 
1977... 90 1.3 7 0.1 1 — 96 1.4 
a7 2, 117 1.6 17 0.2 1 — 132 1.8 
1979... 146 1.9 29 0.4 Z — 173 22 
1980: :.... 178 nie 44 0.5 3 — 218 2:7 
1981-::... 212 2.5 62 0.7 5 0.1 269 312 

8 0.1 296 aus 


19B2 s <sc 220 2.5 83 0.9 


Note: All figures rounded. 
*Includes transfer from private schemes for purchase of annuities. 


During the phase-in period of the New Zealand scheme the only 
significant money flows that will occur are those of the contributions. 
When the scheme is fully phased in by 1981 the annual inflow from 
contributions will be approximately 2.5 percent of GNP. In the 
following years, in relation to GNP, the level of contributions 
will remain reasonably constant, the level of interest earned will 
increase as the fund grows, and the level of payments will slowly 
increase. Overall then this means that the net inflow of money into 
the fund as a percentage of GNP will continue to increase for a 
further period after 1982 as the interest earned increases until the 
level of payments builds up causing the net inflow to become less 
significant. 
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Inset 3* 


To the extent that the scheme leads to increased savings and 
thereby increased investment, the economy should be able to attain 
a higher growth rate particularly with a spread of investment for 
productive purposes. The result will be that the somewhat slower 
growth in disposable incomes while the scheme is being phased-in 
will be followed in the long term by a faster increase in living stand- 
ards. If the increased savings were not matched by an increase in 
investment, Government action might be needed to maintain 
aggregate growth at a level compatible with full employment and 
reasonable price stability. 


Investment Powers 


The proposed corporation will be responsible for investing the 
funds. It will have broad powers including all forms of investment 
which can be undertaken by life offices. It will be subject to normal 
requirements governing the ratio of investment of total funds in 
Government and local authority securities. It will have to comply 
with the general investment conditions laid down under the Reserve 
Bank Act 1964. 


Power will be taken by the corporation for some of its funds to 
be handled by portfolio managers. They would have complete re- 
sponsibility for investing the funds assigned to them, be generally 
independent of the corporation but subject to the same investment 
conditions as existing superannuation schemes. By these means the 
corporation could diversify investment and compare its own invest- 
ment performance with that of its portfolio managers. The use of 
portfolio managers will also give the private sector the opportunity 
to administer a share of the extra investment funds accumulated 
as a result of the scheme and avoid too great a concentration of 
investments by the corporation. The basic investment objective of 
the corporation will be to get the best return on the contributors’ 
money. This will reflect itself in the annuities and in the spread 
of investment in the interests of New Zealand. 


As the New Zealand Scheme matures it will build up a substantial 
fund. The fund will grow much faster during the first 30 or so years 
while the pension payments are relatively small but as these become 
more significant the fund will grow at a slower rate. This means 
that during the early years of the scheme the fund will grow at a 
faster rate than say GNP but as it reaches maturity it will tend to 
grow at a steady rate which is much less than the growth in GNP. 
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While the fund will reach sizes which are large in terms of present 
day dollars, in relation to the economy, it will have no greater 
significance than have some existing institutions. For example it is 
estimated that by the year 1985 the size of the fund could be 
approximately $2,000 million measured in 1971 dollars, assuming 
that 50 percent of all contributions at the minimum level are 
received by the New Zealand Scheme. 


This figure cannot be compared with present financial institutions 
but should be related to size of the economy in the year 1985 which 
will obviously be much larger than it is at present. Some 
existing institutions will have available to them very large sums. For 
example, if the present assets of the life offices were converted by way 
of the Consumers’ Price Index to 1971 prices and projected at the 
average annual rate of growth that has occurred since 1951 then by 
the year 1985 this would be in excess of $2,500 million. 


In terms of economic impact the size of these funds is irrelevant. 
What is important is the annual flows into these funds and the 
additional resources thus made available for investment. When 
examining the economic impact of the New Zealand Scheme it is 
the annual net flow of approximately 3 percent of GNP which is 
significant, not the size of the fund. 
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Chapter VII, TAXATION 


At present superannuation contributions and life insurance 
premiums are allowable as a special exemption with maximum 
allowances of the total payments for these items of $700 for all 
those who contribute to any employer-subsidised superannuation 
fund and $950 for all other taxpayers in an income year. 


Contributions to a staff superannuation fund by an employer are, 
depending on the nature of the fund, generally allowable as a 
deduction up to 10 percent of the wages and salary of contributors. 


On introduction of the New Zealand Scheme it is proposed to 
split the exemption so that contributions by individuals to any 
scheme up to the level required are allowable as an exemption under 
provisions different from other payments normally coming under 
this general heading. 


Deductions by employers within the present limits will continue, 
subject to review. 


Contributions by the self-employed will be split between the 
compulsory contribution equivalent to that of employees and the 
additional voluntary contribution up to the limit for the New 
Zealand Scheme and which is equivalent to the employer’s 
contribution. This means that self-employed persons can obtain tax 
concessions up to the total of the compulsory contributions in the 
New Zealand Scheme of employees and their employers. 


The compulsory contributions of both employees and the self- 
employed at the New Zealand Scheme level will then be allowed as 
a special exemption without limit as to amount. Contributions to 
existing lump sum schemes will also be allowed, in total, within the 
same guidelines. Shareholder employees and their company employers 
will make contributions under conditions similar to those applicable 
to employees and employers generally. 


Contributions in excess of the compulsory amount by employees 
in the New Zealand Scheme and all other payments at present 
included under the general heading of life insurance premiums and 
superannuation fund contributions will be treated as a separate 
special exemption, any limitations on their tax exemption allowances 
being subject to future budgetary policy. 
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Taxation of the Annuities 


Annuity benefits to members and their dependants will be taxable 
in their hands in the normal way. 


Taxation of the Fund 


The board of management of the New Zealand Superannuation 
Scheme will be exempt from land tax and income tax but will be 
liable for stamp and cheque duties. The income credited to member’s 
accounts will not be taxable in the hands of those members. 


Estate Duty 


For purposes of estate duty an exemption applies where a pension 
is payable to a widow for life or during her widowhood. This 
exemption in respect of the estate of a contributor applies up to the 
first $1,000 of pension, and this sum is not capitalised for estate 


duty purposes. 
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Chapter VIII. ADMINISTRATION 


The administration of the New Zealand Superannuation Scheme 
will be vested in an independent corporation controlled by a board 
of management and assisted by a general manager and other support- 
ing staff. The corporation will meet its own administration expenses 
after it is established. The board will have powers and functions 
normally associated with a corporation of this nature but in parti- 
cular, will administer the scheme and be responsible for the invest- 
ment of the moneys paid into the corporation’s fund, either to its 
General Account or the Annuity Account. Provision will be made 
for the board to delegate certain of its powers and functions to 
committees, including a specially constituted investment committee, 
and to employ portfolio management or common fund investment 
services. Contributions will be collected through the Inland Revenue 
Department as agent of the board and the board will be required 
to furnish an annual report and statement of accounts to Parliament. 
In addition there will be periodic actuarial examinations of the 
Annuity Account at no more than 3-yearly intervals. 


An appeal authority of three people will be appointed by the 
Governor-General on the recommendation of the Minister of Finance. 
One of the three will be chairman and will be required to be a 
barrister or solicitor of the Supreme Court. The appeal authority 
will handle any disputes which may arise over decisions of the board 
and act as a protection for the individual contributor and annuitant. 
It will also deal with any appeals against decisions of the Government 
Actuary as affecting alternative schemes. 


The board of management to be known as the New Zealand 
Superannuation Board will be fairly widely representative and com- 
prise the following nine members: 

(a) Four to be appointed by the Governor-General on the advice 
of the Minister of Finance, of which members one shall be 
so appointed as chairman of the board and two shall have 
business and investment experience. 

(b) One to be appointed by the Governor-General on the advice 
of the Minister of Finance given after consultation with 
the President of the Federation of Labour. 

(c) One to be appointed by the Governor-General on the advice 
of the Minister of Finance given after consultation with 
the President of the Employers’ Federation. 
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(d) The Secretary to the Treasury. 
(e) The Director-General of Social Welfare. 
(f{) The Commissioner of Inland Revenue. 


The procedure of the board and term of office of its members will 
be similar to other constituted boards. 


The special committee established by the board to invest the 
board’s moneys will consist of : 


(a) Two members appointed to the committee by the board, 
being persons with business and investment experience who 
are members of the board. 


(b) The Secretary to the Treasury. 
(c) The general manager of the corporation. 
This committee will be able to invest all available funds both in the 


public and private sectors and will have investment powers similar to 
life offices and other financial institutions. 
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Annex A 


ESTIMATES OF RETIREMENT INCOME 
(Individual annuity or pension samples) 


The annuity a contributor may expect to receive in relation to 
his final income will depend on a combination of many factors. The 
main factors are the number of years of contributing, the rate of 
interest earned by investments in the fund compared with the rate 
of inflation, and a contributor’s income pattern. The greater the rate 
of interest earned is in relation to inflation the greater the benefit 
to the contributor as reflected in the relationship of the annuity to 
his final salary. 


The tables following demonstrate how people on relatively 
low earned incomes or those whose earnings peak early 
and thereafter remain constant or decline, will receive a relatively 
higher retirement pension expressed as a percentage in relation to 
final income. 


Most examples given in the tables are based on a contribution 
period of 50 years—say from age 15 to 65—although many people 
in the scheme will be retiring after 45 years at work or less. For the 
average worker, it appears that each additional year or each fewer 
year worked to age 65 will affect the ultimate annuity by 4 to 1 
percent of final income. 


A contributor retiring at 65, instead of 60, would receive a 


higher percentage of his final 5 years’ average income. This is 
shown in the tables. 


People who work for broken periods would receive annuities 
based on their period of employment. For example, a woman who 
worked 25 years at a salary of $2,000 a year would receive an 
annuity equal to about 17 percent of her average final 5 years’ pay 
but if she worked twice as long the percentage would be 35. 


On the other hand the average worker who starts working 
shortly after leaving school and who has an average income pattern 
(that is, rising to an average wage early in his working life and 
continuing to age 65) will receive a better retiring annuity plus 
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social security superannuation. The tables provide examples of 
annuities for an average worker remaining on $4,500 for the rest 
of his working life, or starting at $2,000 and rising to $4,500 at 
age 25 with no change thereafter. 


Estimates covering a representative range of contributors have 
been made of the annuities they could expect at the close of a 
normal-length working life. Tables given later show the estimated 
annuity and the annuity plus social security superannuation (pay- 
able at 65) shown as percentages of average income received during 
the last 5 years of work. These five basic types of income groups 
have been taken as examples: 


(a) On a basic rate throughout working life. 


(b) Increases during the first 10 to 15 years working but 
stationary thereafter. 


(c) The peak at 30, declining thereafter. This would fit a person 
doing two jobs or perhaps considerable overtime in one 
job while young, with the need to do so lessening with 
age. 


(d) Salary/wage increasing only slowly. 


(e) Steeply rising earned-income pattern, such as often occurs 
with privately or self-employed professional classes. 


These examples are indicated briefly in each case in the tables. 
Two examples are provided of the combined income of a working 
married couple, expressed as percentages of the husband’s last 
5 years’ average income and in the case of a woman who retires at 
60 but does not draw social security superannuation till 65, the 
pension is expressed as a percentage of the average final years’ 
income which she would have earned had she continued working 
to 65. 


An 8 percent rate of contribution (4 from contributor, 4 from 
employer) throughout has been assumed, ignoring the phase-in 
period. 


The rate of interest on investments from the fund has been 
assumed in the estimates at 6 percent and an inflation price factor 
of 4 percent. 


The overall level of increase in income has also been assumed as 
6 percent a year. It is the relationship between this rate and the rate 
of interest earned that is important. 
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Social security superannuation is taken at $1,232 a year 
(single) and $2,054 (married couple) and includes the increases 
of $1.20 (single) and $2 (married) recently announced. It is 
assumed, however, that these levels will continue to increase in 
line with wages and productivity. 


The latest available New Zealand life expectancy tables have 
been used in calculating annuities. Each annuity factor corresponds 
to a fixed difference between the level of price inflation and that 
of interest (on fund investments) earned from the time payment 
of the annuity starts. Per capita incomes are assumed to have 
increased at an absolute level 2 percent higher than the increase 
in the price level: also that the cost of living and interest rates 
existing before a contributor’s retirement continue after retirement. 
Allowance has been made in the annuity factors for a 50 percent 
widow’s or widower’s benefit to be made on the death of an 
annuitant. 


The estimates have been attemped on as realistic a basis as 
possible to provide representative samples of likely annuity levels: 
estimates that will correspond in detail to a contributor’s actual 
income history are difficult to forecast. The estimates of the 
level of annuities, however, are based on the inter-relationship of 
various assumptions mentioned above and not on any particular one. 


For instance, annuities as a percentage of final salary estimated 
using a 6 percent salary/wage inflation and a 7 percent interest rate 
are much the same as would be obtained with 5 percent salary /wage 
inflation and a 6 percent interest rate. But there would be a significant 
difference between annuities estimated on an assumption of a 6 per- 
cent salary/wage inflation and a 6 percent interest rate and those 
estimated on the same rate of inflation but with a 7 percent interest 
rate. 


For any given income escalation history (i., wage pro- 
motions expressed in percentage terms together with the increase 
in overall terms) the annuity estimated as a percentage of final 
pay is independent of the starting salary. Social security superannua- 
tion then becomes more important in determining the relative total 
retirement income. The higher the salary, the smaller social security 
superannuation becomes as a percentage of it, and vice versa. 


The contributor whose pay only increases in line with the overall 
wage level will receive an income-related pension equal to the 
percentage shown of his final 5 years’ average income regard- 
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less of his pay when he started contributing. His retirement 
income, however, including single or married rate social security 
superannuation expressed as a similar percentage, will be affected 
by his initial salary level. For example, expressed as a percentage 
of final income, a contributor on $4,500 a year throughout his 
working life would receive an annuity plus social security super- 
annuation (single rate) lower than a case where earnings remained 
on $3,000. But in absolute terms (the money he will get) he would 
in fact be paid a higher annuity. 
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Comparison of Annuities Obtainable Age 65 and Age 60 


Annuity as Percentage Annuity as Percentage 


Average Final Average Final 

Salary Type 5 Years’ Salary— 5 Years’ Salary— 

Retirement Age 65 Retirement Age 60 
a an 35 27 
B 33 25 
C 44 32 
D 26 19 
E 20 14 
F Wa 14 
G 2” 10 


*In F and G employment is deemed to cease at age 60. 


Annuities for Various Contributory Years (to age 65) 


Annuity + Single Annuity + Married 


Social Security Social Security 
Number of | Annuity as Percentage Superannuation Superannuation 
Contributory Final 5 Years’ as Percentage as Percentage 
Years Average Salary Average Final Average Final 
5-Year Salary 5-Year Salary 

15 11 42 63 

20 14 46 67 

25 18 49 70 

30 al 53 74 

40 28 60 81 

50 35 67 88 


Nore: In this example the salary history (example A) has been used, i.e., where a 
person earns $4,500 each year, receiving only general wage movements of 6 percent and 
with contributions assumed to earn 6 percent interest yearly. 


This table shows the annuities likely to be obtained by such a contributor who will 
not belong to the New Zealand scheme for his entire working career. While similar 
examples have not been run on all other salary histories the relative relationships of these 
types of salary pattern with the flat-average salary pattern still hold. 
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Annex B 


CONDITIONS FOR APPROVAL OF NEW 
ALTERNATIVE SCHEMES 


1.The New Zealand Scheme is intended to ensure superannua- 
tion benefits for the whole working population on a basis related 
to their income. The Government does not intend, however, to 
prevent employers from forming new superannuation schemes but 
such schemes will be required to fulfil certain conditions to receive 
approval. If approved, employees then entitled to become members 
will have the option of joining the alternative approved scheme or 
remaining in the New Zealand Scheme. In addition employers will 
be free to maintain or establish new schemes which will provide 
benefits which are supplementary to those under the New Zealand 
Scheme or an alternative approved scheme. Such supplementary 
schemes will be subject to conditions similar to those currently 
operative. 

2.It is intended that the Government Actuary should approve 
alternative schemes. Regulations will be issued from time to time 
regarding the conditions to be observed before a new scheme will 
be approved. These conditions will concern levels of contributions 
and benefits, portability provisions, ultimate form of retirement benefit 
and investment powers of the trustees. In the event of the Govern- 
ment Actuary declining to approve a new scheme provision will 
be made in the legislation for an appeal to be heard against his 
decision. 

3. It will assist consideration of conditions on which new schemes 
may be approved if schemes are divided for this purpose into two 
broad categories which depend upon the method of funding. The 
first category may be termed “allocated funding”. Under such 
schemes contributions by the employer and the members are 
allocated to individual members who are credited also with an 
appropriate share of investment earnings. The second category may 
be termed “unallocated funding”. Under such schemes the 
employer’s contribution is not allocated to individual members but 
is calculated as being sufficient to provide the benefits specified in 
the trust deed. If the pattern of benefits emerging from the scheme 
requires it, the employer contributions will be apportioned as 
between various members on a basis which is very different from 
a pro rata apportionment. 
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4. Minimum contributions to the New Zealand Scheme will after 
the transition period amount to 4 percent of salaries or wages by 
members and a further 4 percent of salaries or wages by employers. 
New alternative schemes will be required to have minimum 
contributions of 10 percent of salaries or wages. The division of 
any excess of the total contributions over 10 percent of salaries 
or wages between employee and employer will be left open, provided 
that members contribute at least 5 percent of salaries or wages and 
the employer contributes at least the amount contributed by 
members. During the phase-in period proportionately reduced total 
contributions would be approved. 


5. Apart from the primary test of the contribution level, an 
alternative approved scheme will also be required to provide benefits 
and transfer values which, in all circumstances, would be at least 
equivalent to those which would have been provided under the 
New Zealand Scheme, increased proportionately in respect of the 
excess of the member’s contribution over New Zealand Scheme 
minima. For example, if a member contributes 5 percent of salary 
the minimum benefits must be 25 percent higher than the New Zea- 
land Scheme minimum levels. (This does not apply to the benefit for 
dependent children.) 


6. In order that benefits may be preserved even in the event of the 
winding up of an alternative approved scheme, a further condition 
of approval will be that on winding up no payments are to be made 
to any member so long as he is under the age for retirement; when the 
benefit ultimately becomes due, payment in the form of a pension 
will be required. It would normally be sufficient if the winding up 
clause provided for money falling due on the winding up of a 
scheme to be payable to an alternative approved scheme or to the 
New Zealand Scheme to ensure preservation of accrued benefits 
and payment in the form of an annuity. 


7.A system of official reporting will be set up requiring an 
annual return to the Government Actuary in a manner to be 
specified by regulation. Among other things, the return is likely 
to include a revenue account and balance sheet together with a 
certified statement by the trustees of the accrued minimum transfer 
values for each member of the alternative approved scheme. The 
Government Actuary will have power to request further information 
and, in the event of not being satisfied with the security of benefits 
or adequacy of management, may require the winding up of the 
scheme subject to an appeal by the trustees or the employer. 
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8. In all new approved alternative schemes employees will con- 
tribute at a rate which is higher than the minimum rate applicable to 
the New Zealand Scheme. In such cases the employee will be entitled 
to a withdrawal benefit which is at least equal to the New Zealand 
Scheme transfer value increased proportionately in respect of the 
excess of his contributions over New Zealand Scheme minima. All 
withdrawal benefits emerging whilst the employee is still alive but 
under the retirement age and not eligible to receive a benefit in terms 
of the New Zealand Scheme must be preserved or transferred for the 
benefit of the member concerned until retirement or death. 


9.In the case of schemes which operate on the principle of 
unallocated funding the following additional requirements will be 
imposed before approval is granted: 


(a) A certificate will be required at least every 3 years (or 
more frequently if specified by the Government Actuary) 
to the effect that on the basis of recognised actuarial 
procedures contributions are being paid at a rate adequate 
to support the benefits. 


(b) If the scheme provides different benefit formulae for members 
in different specified categories of employment, or in 
different specified remuneration brackets, the Government 
Actuary may require the contributions and benefits for the 
members in each category or bracket (or group of 
categories or brackets subject to the same benefit formulae) 
to be accounted for in a separate fund subject to the same 
terms and conditions as if it had been a separate approved 
scheme. 


Investment Powers 


10. In addition to requiring certain minimum contribution and 
benefit provisions, the Government Actuary would also require to be 
satisfied with the investment powers taken by trustees before granting 
approval as an alternative scheme. 


11.It is proposed that approved investments should be those 
currently approved by the Inland Revenue Department in terms of 
granting approval under the Land and Income Tax Act as listed 
below. Investments approved by section 4 of the Trustee Act 1956 
include: 
New Zealand Government Securities or stock funds or other 
securities of the Governments of Australia or Fiji. 
“Real securities” in New Zealand. This includes first mortgages 
to the extent authorised by the Trustee Act. 
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Debenture stock, bonds, or other securities issued under general 
or special statutory authority by any local authority or 
similar authority or board as listed in section 4. 


State Advances Corporation of New Zealand securities. 
Debentures issued by any dairy finance company. 


Money deposited in any bank or in accordance with the National 
Savings Act 1940. 


Deposits with a building society authorised to receive deposits 
from trustees. 


Security authorised by any other Act. 


Other approved investments include: 
Life insurance policies. 
Purchase or lease of real property in New Zealand for rental 
purposes only and not for business or speculative purposes. 
Shares, debentures, rights or unsecured convertible notes issued 
by any company quoted on the official lists of the New 
Zealand Stock Exchanges. 


[ Note: Investments of this kind in the employer company 
and any company associated with the employer in its capital 
structure will only be approved if limited in total to 5 percent 
of the market value of all the investments of the fund at the 
time when the investment is made. ] 


Investments in unit trusts. 
Official short-term money market. 
Deposits with a life assurance or trustee company. 
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Annex C 


CONDITIONS FOR APPROVAL AS ALTERNATIVE 
SCHEMES, TRANSITIONAL ARRANGEMENTS, AND 
OPTIONS AVAILABLE 

1. Provided they meet certain minimum specifications, schemes 
existing as at the date of tabling this White Paper may be allowed 
to continue as alternative schemes. As with new schemes, approval 
(or provisional approval) by the Government Actuary will be a 
prerequisite. The requirements will vary according to whether the 
existing scheme is based on the principle of allocated funding or 
unallocated funding (as defined in annex B). Schemes which are 
established after the date of tabling the White Paper will, in general, 
be required to observe the provisions outlined in annex B. 

2. To receive approval an existing scheme must provide, or be 
amended to provide, for future contributions to be made by each 
member at not less than the minimum New Zealand Scheme rate 
and at least matched by the employer. The requirements specified 
in paragraphs 6 to 11 inclusive of annex B apply, where appro- 
priate, to the approval of existing schemes. 

3. Approval of an existing scheme as an alternative approved 
scheme at the commencement of the New Zealand Scheme will 
be conditional upon guarantees that the benefits and transfer values 
in respect of service after the date of commencement of the New 
Zealand Scheme in general would be at least those provided under 
the New Zealand Scheme had the employees concerned been members 
of it and had the total contribution to it been twice the employees’ 
contribution to the existing scheme. 

4. If permitted in terms of the trust deed of the existing scheme 
and the terms of his employment, a member of an existing scheme 
may elect to transfer to the New Zealand Scheme on the date it 
commences, or at a later date. Where this occurs, his withdrawal 
entitlement under the existing scheme up to the date of election is 
to be preserved either in the New Zealand Scheme or another scheme 
so long as he remains in the employer’s service. However, if provided 
by the trust deed of the existing scheme, a cash benefit may be avail- 
able to him; for example on withdrawal from membership of the 
scheme where this is permitted, on subsequent withdrawal from the 
employer’s service or on the winding up of the existing scheme. Such 
cash benefit, where available, should however relate only to service 
prior to the date of commencement of the New Zealand Scheme, 
unless the employee and employer have agreed to maintain a lump- 
sum benefit in terms of paragraph 9 of this annex, or the scheme pro- 
vides benefits which are supplementary to the minimum requirements 
of the New Zealand Scheme. 
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5. Following the tabling in Parliament of this White Paper there 
could be a large number of new entrants to existing schemes. All new 
members joining a superannuation scheme after the date of this 
White Paper, and before the date of commencement of the New 
Zealand Scheme, can receive retirement benefits only in pension form 
(subject to approved commutation). 


6. Some existing schemes will be in a position to meet all the 
requirements mentioned and to apply for approval as an alternative 
scheme with effect from the date of commencement of the New 
Zealand Scheme. Many other schemes, however, may wish to operate 
as alternative schemes but will not be in a position to meet the 
requirements until some time had elapsed. It is considered that 
schemes of this type should obtain formal approval within a 
transitional period equal to the phasing-in period for contributions 
to the New Zealand Scheme, i.e., 5 years. However, such schemes 
must seek provisional approval with effect from the date of com- 
mencement of the New Zealand Scheme. These schemes may 
continue to operate during the transitional period on the basis of this 
provisional approval subject to: 


(a) Contributions during this period by employer and employee 
being at rates not less than the minimum rates currently 
applicable to the New Zealand Scheme and that of the 
employer being not less than that of the employee; 

(b) The benefit derived from all contributions made during this 
period being preserved for the employee; 

(c) Retirement benefits for all new members being in pension 
form (subject to approved commutation) ; 

(d) The trustees and employer undertaking to obtain formal 
approval within the transitional period failing which 
retrospective tax adjustments could apply in respect of 
employer deductions. 


7. Precise matching of minimum benefits with the New Zealand 
Scheme will be necessary only from the date of formal approval. 
On withdrawal of a member from an employer’s service the trans- 
fer value benefit should be sub-divided into the following com- 
ponents: 


(a) That part which accrued before the commencement date of 
the New Zealand Scheme and which may be taken in 
cash if the trust deed permits; 

(b) That part which accrued between the commencement of 
the New Zealand Scheme and the date of formal approval 
and which must be preserved for the member but which 
may be in lump sum or in pension form; 
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(c) That part which accrued after the date of formal approval 
and which must be preserved for the member in terms of 
the approval. 


8. During the transition period changes and improvements which 
do not conflict with ultimate formal approval may be made. A 
provisionally approved scheme could continue during the transition 
period as a lump-sum scheme, but in) terms of paragraph 6 above, 
retirement benefits for all new members should be in pension form. 
After the date of formal approval all contributions to an approved 
alternative scheme must be applied towards pension benefits (subject 
to approved commutation). Unless the employee and employer agree 
in terms of paragraph 9 to maintain a lump-sum benefit, the 
maximum lump-sum benefit available to members of such a scheme 
will therefore be the lump sum accrued at retirement from contri- 
butions made before the date of formal approval including contri- 
butions made prior to the commencement date of the New Zealand 
Scheme (plus the lump sum deriving from the normal capitalisation 
rights which apply to any pension benefit together with any 
lump-sum supplementary benefit). 


9. Many cases are likely where for good reasons an employee 
might wish to maintain his existing lump sum benefit. So far as 
is practicable it is considered that minimum disruption should be 
caused to existing arrangements. Where an employer agrees a 
member of an existing scheme at the date of commencement of the 
New Zealand Scheme will therefore be permitted to continue his 
membership of that scheme on the basis of contributions actually 
being paid. If contributions to the existing scheme are, or become, 
less than the minimum required under the New Zealand Scheme the 
difference must be paid either to the New Zealand Scheme or to the 
approved (or provisionally approved) alternative scheme if member- 
ship of that scheme is offered at the date of commencement of the 
New Zealand Scheme (or of the alternative scheme if later). 


10. Subject to the employer’s agreement members of an existing 
scheme at the date of commencement of the New Zealand Scheme 
or of a provisionally approved alternative scheme at the date of 
formal approval and who were over the age of 55 years at the 
date of commencement of the New Zealand Scheme may elect 
to continue their membership on the basis of former provisions. 


11. When an employer seeks formal or provisional approval for 
an existing scheme he will be required to advise details of the 
categories of employees to which he proposes to offer membership 
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of the approved scheme at that date. The employer must specifically 
advise if any of these categories have not been previously regarded 
as being eligible for membership of the existing scheme. Categories 
of employees might be represented by salaried, hourly paid, female, 
executive and other staff, possibly combined with different 
qualifying periods of service. In the case of categories which have 
not previously been eligible the Government Actuary may require 
minimum contribution rates to be set at the rates applicable for 
new schemes. Employees joining the employer’s service after the 
date of commencement of the New Zealand Scheme may be offered 
membership of the alternative scheme on the same basis as was 
advised when approval was obtained. 

12. Treatment of existing unallocated schemes will depend upon 
employers’ intentions regarding ultimate formal approval which 
would be granted on the conditions specified earlier in this annex. 
If an employer intends to apply for approval the existing scheme 
may be approved provisionally during the transitional period subject 
to the principles already outlined. If an employer does not intend 
to seek approval the existing scheme could continue as hitherto 
but without admission of new members. If contributions are, or 
become, less than the minimum New Zealand Scheme level the 
difference must go to the New Zealand Scheme or to an approved 
alternative scheme. 

13. Most unallocated schemes provide benefits in pension form 
rather than lump sum form. However, many such schemes operate 
on a basis whereby the Inland Revenue Department has consented 
to payment of part of the emerging retirement benefits in lump 
sum form. Again, on the principle of creating least disturbance, it 
is proposed that existing members of such schemes should retain 
their present lump sum rights. Schemes which permit commutation 
of pensions above the limit stipulated for the New Zealand Scheme 
will be permitted to retain present commutation limits in respect 
of pensions accrued up to the date of commencement of the 
New Zealand Scheme. As with allocated schemes it will be necessary, 
however, for trustees to apportion benefits between amounts accruing 
before and after the date of approval. Details will be set out in 
regulations or instructions. 

14. Summarised in general terms the options open to existing 
schemes are: 

(a) The scheme may be adapted to meet the minimum require- 

ments for approval and formal approval may be sought. 

(b) The trustees of a scheme and the employer may agree that 

the scheme should continue and formal approval be 
obtained within the transitional period of 5 years. In this 
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event an appropriate undertaking would be made by the 
trustees and the employer. Provisional approval would 
then be granted subject to satisfactory contribution levels 
and preservation arrangements. 

(c) Part or all of an existing allocated scheme may continue 
on the quantum of contributions actually being paid as at 
the date of commencement of the New Zealand Scheme. If 
contributions to the existing scheme are or become less 
than as required by the New Zealand Scheme the difference 
must be paid either to the New Zealand Scheme or to an 
approved alternative scheme. 

(d) Where approval as an alternative scheme is not sought an 
existing unallocated scheme could continue as hitherto but 
without admission of new members. If contributions to the 
existing scheme are or become less than as required by the 
New Zealand Scheme the difference must be paid either 
to the New Zealand Scheme or to an approved alternative 
scheme. 

(e) The scheme may be wound up and the accrued benefits 
may be preserved for the member either in the New 
Zealand scheme or another scheme. 

(f) The scheme may be continued in order to provide benefits 
which are supplementary to the New Zealand Scheme or 
an approved alternative scheme. 


15. The options open to an employee under 55 at the date of 
commencement of the New Zealand Scheme may be summarised as 
follows : 

If the employee is not a member of an existing scheme the 
employee must join either the New Zealand Scheme or if he 
is eligible, an alternative scheme for which the employer has 
received approval (or provisional approval) . 

If the employee is a member of an existing scheme— 

(a) If the employer receives approval (or provisional 
approval) for an alternative scheme the employee 
would normally remain a member of that scheme; 

(b) If the employer agrees a member of an existing scheme 
may continue his membership of that scheme on the 
basis set out in one of sections (c), (d), or (f) of 
the previous paragraph, although in the last alterna- 
tive the employee will be required to join the New 
Zealand Scheme or an approved alternative scheme; 

(c) If permitted by the trust deed of the existing scheme and 
the terms of his employment, the employee may trans- 
fer to the New Zealand Scheme. 
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Annex D 


EXISTING PROVISIONS FOR SUPERANNUATION 
IN NEW ZEALAND AND OTHER BENEFITS IN 
NEW ZEALAND 


1. Soctat Security BENEFITS 


Present social security benefits include the aged, widows, invalids, 
and orphans. Eligibility is based on residential qualification, for 
varying periods, and not on contributions or tax paid. The cost is 
met from general taxation. 


Benefits for the Aged 


The superannuation benefit and the age benefit. The super- 
annuation benefit is payable at age 65, without any means test but 
subject to a minimum residential qualification of 20 years. It is 
taxable. There is no additional benefit for a dependent wife or 
children. The present benefit is $23.70 a week (single person) and 
$19.75 (married person). A superannuation benefit was being paid 
to 126,581 beneficiaries at 31 March 1973. 


The age benefit, payable at 60, is subject to an income test and 
at least 10 years’ residence. Present maximum rate is $23.70 a week 
(single) and $19.75 (married person). An additional benefit of 
$19.75 a week may be paid to a married man for a dependent 
wife under 60. An additional benefit is payable for dependent 
children of a married couple: $3 a week for the first dependent 
child plus $1.25 for each additional dependent child. 


The age benefit is reduced where the income (combined income in 
the case of a married couple) exceeds $676 a year ($13 a week). At 
31 March 1973, 140,719 were receiving an age benefit. 


Widow’s Benefit 


Subject to an income test, the present maximum benefit is $23.70 a 
week, increased by $12.80 a week for the first dependent child, $3 
a week for a second dependent child and $1.25 a week for each 
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additional dependent child. The maximum benefit is reduced where 
the income of a widow without dependent children exceeds $676 a 
year ($13 a week) and $884 a year ($17 a week) where a widow 
has a dependent child or children. 


Invalid’s Benefit 


The rates and income test provisions are the same as for the 
age benefit. An applicant must be at least 15 years old. The 
benefit is paid to those totally blind or severely restricted in their 
capacity for work by sickness, injury or congenital defect. Those 
qualified to receive an age benefit are not eligible. 


Orphans’ Benefit 


This may be paid, subject to an income test, if both parents are 
dead or one parent is dead and the other cannot be traced. The 
maximum rate is $598 a year ($11.50 a week), reduced if the 
orphans’ income exceeds $260 a year ($5 a week). The benefit is 
paid to the guardian, whose financial circumstances are not taken 
into account. 


2. NATIONAL PROVIDENT FuND—PuBLic SCHEME 


The National Provident Fund, a Government agency established 
in 1911, was initially designed for people of moderate means. There 
was an income limit to joining. It provided a modest pension at 
age 60, a maternity benefit and ancillary benefits on death or 
incapacity if there were children. A fixed level premium was paid 
which received a 25 percent Government subsidy. 


The limits were ultimately lifted but the popularity of the scheme 
has varied accordingly to such factors as economic conditions, social 
security provisions, the limiting of promotion efforts and a consider- 
able development of superannuation in the private sector. This 
scheme has not been sold in more recent years. 


The introduction of the Annual Single Premium Scheme repre- 
sented a major change of policy. Under this scheme there is no fixed 
contribution commitment. The payments made each year stand on 
their own and purchase a fixed portion of pension payable from 
age 60, or a later age at the option of the contributor up to age 
65 with an appropriate adjustment. A state subsidy is payable 
on contributions purchasing an annual pension of up to $1,040, but 
is limited to contributions of up to $1,000 in one financial year. (This 
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does not preclude additional pension being purchased on an unsub- 
sidised basis.) The scheme has found favour both among the self- 
employed and many others in the community. 


Further major developments have been the introduction of two 
National Provident Fund employer/employee schemes, the National 
Superannuation Scheme for Farm Employees and the National 
Superannuation Scheme which covers all other industrial groups. 
These schemes are based on the same money accumulation principle 
as is to be adopted for the New Zealand Superannuation Scheme 
in that the employee’s contributions, together with employer’s con- 
tributions, plus interest and other accretions, accumulate to buy 
him an annuity at the time of his choosing between ages 60 and 
65. If he ceases to contribute for any reason all accumulated moneys 
standing to his credit continue to attract a share of the earnings 
of the scheme until he qualifies for an annuity. Again, if he 
ultimately resumes contributions, perhaps on transferring to another 
employer, his total credits are transferred over accordingly. 


All National Provident Fund Schemes now being promoted include 
benefits for widows (and, in the employee schemes, for dependent 
children) and capitalisation rights, generally up to 25 percent of the 
pension. In the employee schemes provisions are made for limited 
cost-of-living adjustments as the funds develop. 


As at 30 June 1973 there were 44,300 contributors in National 
Provident Fund public schemes. Of these 17,200 were in employer- 
subsidised schemes for the general public. 


3. STATE EMPLOYEES’ SUPERANNUATION 


The Government Superannuation Fund, with 113,121 contributors, 
28,732 beneficiaries and members’ funds of $234 million as at 31 
March 1973 is by far the largest employee superannuation scheme 
in the country. 


Superannuation or retirement benefits of some type have been 
provided for State employees practically since New Zealand became 
a colony. The initial legislation provided a non-contributory pension 
but later in the nineteenth century varying schemes provided for com- 
pulsory saving with the Public Trustee or compulsory insurance 
(whole life insurance combined with an annuity plan) with the Gov- 
ernment Insurance Department, while there were certain preserved 
rights for cash compensation for “loss of office” (construed as covering 
retirement) of 1 month’s salary for each year’s service. 
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The schemes described in the preceding paragraph were confined 
mainly to the Public Service departments and later the Post and 
Telegraph Department but there was a major extension between 
1900 and 1910. By 1910 these three schemes covered all State 
employees: 

(a) Government Railways Superannuation Fund. 

(b) Teachers Superannuation Fund. 


(c) Public Service Superannuation Fund (which had absorbed the 
Police Provident Fund in 1910). 


When these three separate funds (amalagamated from 1 April 
1948) were initiated, serving employees had the right to elect not 
to participate but for about 40 years (until 31 December 1945) 
membership was mandatory for all permanent employees. Pressure 
for the abolition of compulsory membership had resulted largely 
from the advent of social security and the feeling of certain employee 
groups that they would be depriving themselves of means-tested age 
benefit for the rest of their lives (the means-test free universal super- 
annuation was then at a much lower level). 


Since 1946 compulsory membership has been retained or restored 
for the following special groups within the main scheme: 

(a) Permanent members of the armed forces. 

(b) Police and prison officers. 

(c) Locally-recruited staff in Island Territories. 

(c) Locally-recruited staff in the United Kingdom. 

(e) Permanent employees between the ages of 17 and 25 (with 

the exception of married women). 


Separate provision was also made under the Superannuation Act 
1956 for the judiciary, the magistracy and parliamentarians. Member- 
ship is compulsory. 

The branches of employment of the contributors (at 31 March 
1973) to the main scheme under the Superannuation Act are: 


Aymed dervices.s a brie, 05." a 12,219 
Education service ....00 sis | Gayoag 
POCO see ( 14 San i eke Fe 3,393 
Poa Oise § ga a asst si ah 18,438 
New Zealand Railways... 9,728 
Public Service __.... ae ees 34,049 
ther emplovees te tows 2,319 

113,121 
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Non-contributors 


These figures mean that about 60,000 State employees are not 
contributing. A very limited number of these have been entered 
under various National Provident Fund employee schemes while the 
employment of some others is transitory. A surprisingly large propor- 
tion of State employees are relying on social security benefits or 
private provision for their retirement. 


4. NATIONAL PROVIDENT FuND—SCHEMES FOR LocaL 
AUTHORITIES, Etc. 


The National Provident Fund Board was empowered in 1914 
to provide superannuation schemes for local authorities. The schemes 
were broadly along the lines of those provided for State employees, 
although, in general, the retiring age was 65. The employees’ rates of 
contribution were lower, however, with some restriction on the 
level of salary which attracted contributions. A consequence of this 
was that while from 1920 former State employees were accepted 
into National Provident Fund employee schemes, there was no 
right of transfer the other way. 


It was entirely a matter of choice by the employing authority 
whether it participated or not and there was some resistance. On the 
other hand, once the employer completed an agreement with the 
National Provident Fund Board membership of the scheme was 
compulsory for all new employees although current staff had a 
chance to opt out. The first major change was the requirement in 
1926 that all hospital boards contribute for their permanent nursing 
and clerical staff. 


In 1947 a new standard scheme (with some subsequent slight 
differences of detail, although not of basic benefits, for firemen and 
nursing services) was modelled on the State employee’s scheme 
and the two have run parallel and with complete reciprocity since. 
All local authorities were required to enter into the scheme all 
permanent employees who so desired but, as had then become the 
case for State employees, no employee was required to contribute 
and voluntary membership has continued. 


Throughout, the schemes have not been restricted to local auth- 
orities as such and a number of private schools (and some private 
hospitals) have entered their staff. A further extension came with 
the establishment of such organisations as producer boards and 
quasi-government corporations with, in most cases, the legislation 
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specifying the National Provident Fund as the vehicle for super- 
annuation. The entry of the National Airways Corporation, with 
a special scheme for aircrew, ultimately led to Air New Zealand 
following suit. 


Contributing employees as at 31 March 1973 numbered 17,553 but 
the overall employee figures of the employing bodies concerned 
could approach 80,000. Reasons for this gap could include a 
reluctance by some employers to provide superannuation for other 
than executive staff. A major point is that many employees concerned 
are in occupations they cannot see themselves remaining in until 
retirement. Here a salary/service scheme is of doubtful value. The 
problem has been met to a very limited extent by entry into other 
National Provident Fund schemes. 


5. PrivATE SCHEMES 


Since 1921 the Commissioner of Inland Revenue has been the 
authority concerned with safeguarding the interests of employee 
members of private schemes. This position arose through taxation 
legislation giving the Commissioner an absolute discretion to allow 
a deduction for contributions by employers to a fund to provide 
superannuation benefits for their employees. The legislation provides 
no such deduction is to be allowed unless the Commissioner is 
satisfied the rights of employees are fully secured. When this require- 
ment was introduced he evolved a comprehensive set of rules which 
had to be met to satisfy it. To ensure compliance with them those 
wishing to set up a fund qualifying for a deduction for employer 
contributions have been required to incorporate their proposals in 
a deed for submission to the department for approval. 


Approval of the fund is also necessary before an employee can 
be allowed his contributions as a special exemption. 


Self-superannuation Schemes 


These are sometimes known as “mutual” funds. The taxation 
legislation requires that these schemes must be approved by the 
Commissioner of Inland Revenue before contributions by members 
can qualify for a special exemption. The tax legislation, when first 
introduced in 1957, applied to self-employed persons only but 
has since been widened so that it applies to any individual who 
becomes a member. 


Approvals are given along lines similar to those applicable to 
staff superannuation schemes. 
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Of these schemes now operating 27 accept contributions from 
the general public and 8 restrict membership to the members of 
the professional or trade association which established them. 


Nature of Existing Private Schemes 


Except for a slight difference in the rules for approval the Com- 
missioner of Inland Revenue has not attempted to draw any distinc- 
tion between superannuation funds which provide the benefits as 
a lump sum payment at the point of retirement or as a pension 
from that time. To the extent the rules do vary a pension scheme 
has been classified as such if at least 75 percent of the retirement 
benefit is paid as a pension. All others are classified as lump-sum 
schemes, many of them being backed by life insurance policies. 


The majority of existing schemes provide a lump sum benefit as 
the smaller employer finds that financial provision for it can be 
made more readily and it is also easier to administer. Nevertheless 
it is generally acknowledged that a pension makes a more realistic 
provision for retirement. 


The larger pension schemes, though they are relatively few 
in number, cover a substantial number of employees and generally 
provide adequate retirement pensions for the long-service employee. 
There has been a significant growth in the coverage provided under 
these schemes in recent years. Retirement pensions are frequently 
linked to salary near retirement and generous death and disablement 
benefits are usually incorporated. These developments have derived 
their impetus from several factors including the encouragement 
given by the Commissioner of Inland Revenue and the introduction 
of the life insurance managed fund contracts. 


A substantial disadvantage of existing schemes is that when an 
employee-member leaves his employment he usually loses any right 
to a preservation of his accrued benefit which his contributions 
and those of his employer may have provided up to that time. 
(On losing membership of a scheme on termination of employment 
the member frequently receives only a refund of the value of 
his own contributions possibly with an interest addition, although 
there has been a trend in recent years for schemes to include a 
progressive vesting of the employers’ contributions.) Thus the 
employee who moves from job to job generally has not been able to 
enjoy the superannuation benefits which a long-serving employee has 
been able to enjoy. 
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It should be borne in mind that there is a great diversity in the 
pattern of benefits and scheme design generally in existing private 
schemes even though substantial numbers do fall into broad 
categories. 


Statistics 


In April 1973 a survey was made of schemes approved by the 
Commissioner of Inland Revenue. This shows that apart from the 
Government Superannuation Fund and the National Provident 
Fund schemes which include some private schemes, there were 
3,994 private lump sum schemes with 110,834 members and 459 
private pension schemes with 50,917 members in the field which 
concerns Inland Revenue. Thirty-six self-superannuation schemes had 
a membership of approximately 60,000. 


Summary of Existing Superannuation Funds (as at 31 March 1973) 


The total number of funds or employers now covered by the 
survey of staff superannuation funds is: 


Private lump sum funds 
Private-permmon fins. ce mm 450 
Employers participating in the National Provident 

Fund schemes (including Govt. and Local Auth.) 1,191 
Local authorities participating in the National Provi- 


dent Fund local authorities scheme ....__..... 658 
The New Zealand Government... a 1 
dl es o's Sg OC SE LO Ti Ns ee Geli All ES 6,303 
The total number of members in the funds is: 
Private lump-sum funds woe th. des. teas Sl ate 110,834 
Private pension funds 00-12. i eee em 50,917 
Private employers staff in National Provident Fund 
SCHEMES T o.ca.., -,, ae (cReEey ad: eee $a use 12,960 
Local authorities staff in National Provident Fund 
Ideal authorities scheme ~~ nce 17,553 
The Government Superannuation Fund... ___..... 113,321 
iva i teincie > “Edekd. aes tek cau 305,385 


yIncluding approximately 5,000 Government and local authority employees. 


Note: Further statistics of existing private superannuation schemes 
are given in a table on pages 78-81. 
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Annex E 


BRIEF HISTORY OF INCOME TAX DEDUCTIONS 
FOR SUPERANNUATION CONTRIBUTIONS 


Section 82, Land and Income Tax Assessment Act 1908— 
Provided for deduction of life insurance premium up to £50. 
(This came forward from the Land and Income Tax Assessment 
Act 1891.) 


No mention of superannuation was made. 


Section 13, Finance Act 1915—-Limited the above deduction to 
taxpayers in New Zealand. 


Section 14 (1), Finance Act 1915—Added a deduction for con- 
tributions to National Provident Fund, any superannuation fund, 
and the insurance fund of any friendly society, not exceeding £100. 


Section 14 (2), “Superannuation Fund”—Was defined as mean- 
ing the Public Service Superannuation Fund, the Teachers’ Super- 
annuation Fund, the Government Railways Superannuation Fund, 
any superannuation fund established under the Local Authorities 
Superannuation Act 1908, and any superannuation fund estab- 
lished by the employer of the taxpayer and approved for the time 
being for the purposes of this Act by the Commissioner of Taxes. 


The same definition was carried into section 2 of the Land 
and Income Tax Act 1916. 


The exemption was continued in section 83 (2) of the 1916 Act. 


Section 84 (t) of the 1916 Act—Exempted from income tax 
the income derived by the trustees of a superannuation fund. 


Section 13, Finance Act (2) 1921—Inserted for the first time a 
specific provision to the effect that a deduction for contributions 
by employers could be allowed which, also for the first time, was 
tied in with a proviso to the effect that the Commissioner (of 
Taxes) must first be satisfied that the members’ rights had been 
fully secured. 
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Section 6, Finance Act 1942—-The Commissioner shall have and 
be deemed to have always had an absolute discretion as to whether 
or not a deduction should be allowed to employers under section 82 
of the Land and Income Tax Act 1923, of the whole or any part 
of any amount set aside or paid as mentioned in that section. 


Section 3, Land and Income Tax Amendment Act (No. 2) 1957— 
Widened the definition of “superannuation fund” to include those 
formed other than for the benefit of employees subject to approval 
by the Commissioner. 


Section 4 of the above Amendment Act—Established a differential 
in the amount of special exemption as between employees who 
contributed to a fund subsidised by their employers and those who 
did not. 
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Annex F 


OVERSEAS PENSION SCHEMES 


SUMMARY 


Both Canada and Sweden have evolved two-tiered or composite 
schemes but with differing levels of contributions and pensions. 
In Sweden the overall level of contribution is higher than in Canada 
but the pensions are also higher. 


In West Germany a number of schemes provide separate 
pension benefits for different categories of workers (e.g., manual 
workers, non-manual workers, the self-employed professions, etc.) 
under legislation or guidelines laid down by the Federal Government. 
The West German schemes are administered by separate pension 
institutes under the guidance of the Federal Ministry of 
Labour and Social Affairs. In general terms the compulsory schemes 
are single-tier and income-related based on average earnings but 
are supplemented by municipal and local State assistance where 
the statutory pension insurance is inadequate. The Federal Govern- 
ment now is aiming to provide improved pensions for low-level 
income earners. 


In the United Kingdom the flat rate pension under national 
insurance schemes is being revised and where the worker is not 
already a member of a private occupational pension scheme—of 
which a large number exist in industry—the worker will be required 
to join by 1975 the proposed State Reserve Scheme, under which 
an income-related pension based on the accumulation principle will 
supplement the flat-rate National Insurance Pension. The level of 
contributions to the Reserve Scheme in the United Kingdom is 
lower than in some European schemes and in that respect, is more 
comparable to the Canadian scheme. 


1, CANADA 
Provision for retirement in Canada is in two parts: 


(a) A basic pension (Old-Age Security Pension) which is a 
universal non-means test retirement pension, payable at 
age 65. This is operated by the Federal Government and 
is on a flat rate (in 1972 the rate for a person was 
C$82.88 monthly or NZ$60.50), but may be supplemented 
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where old-age security pensioners have little or no income 
other than the old-age pension. It is payable to all 
Canadians with a residential qualification, usually 10 
years. The old-age security pension is financed from 
general taxation. Benefits are paid out of the Consolidated 
Revenue Fund and charged to a separate account known 
as the Old Age Security Fund to which is credited in 
respect of each fiscal year an amount equal to the amount 
that would have been collected for a special Old Age 
Security tax formerly payable on personal income, 
corporation income, and sales. Legislation providing for 
the Old Age Security tax was repealed with effect from 
January 1972. In May 1972 a 2 percent ceiling on annual 
escalation of the pension for cost-of-living adjustments was 
removed. 


(b) An earnings-related social insurance contributory pension 
scheme was brought in by the Federal Government in 
1966 (Quebec operates a separate but similar scheme). 
It is known as the Canada Pension Plan (CPP). It is 
a compulsory contributory scheme for members of the 
work force between ages 18 and 70 (including self- 
employed), it acts as a supplement to the basic old-age 
pension, and also provides for severe disablement and 
widowhood. Contributions are paid by both employees 
(1.8 percent) and employers (1.8 percent) and _ self- 
employed (3.6 percent) on income between C$600 or 
NZ$439 (C$800 or NZ$585 for self-employed) and 
C$5,300 a year in 1970. This maximum ceiling is adjusted 
annually (in 1972 C$5,500 or NZ$4,023) and the basic 
exemption is kept at 12 percent of the maximum pension- 
able earnings. The retirement pension is payable at age 
65 years if the applicant is retired from regular employ- 
ment, but is subject to an earnings test between ages 
65 and 70 if the person returns to work. The pension 
payable is 25 percent of average pensionable earnings of 
the contributor during his contributory period. During 
the transitional period for the scheme (until 1976) this 
period is a minimum of 120 months. In 1976, and possibly 
sooner, there will be automatic adjustments, currently 
limited to 2 percent a year, for upward movements in 
the pension index which is related to the consumer price 
index. Benefits are provided on a basis related to the 
deceased contributor’s pensionable earnings during his 
contributory period (which must have been at least 3 
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calendar years) for widows, dependent on age; and for 
dependent children provision exists for a flat-rate benefit. 
A pension-related lump sum benefit on death is also 
provided for. 

The purpose of the Canada Pension Plan is to provide 
reasonable minimum levels of income on ceasing work at 
normal retirement ages, for people who become severely 
disabled, and for widows and children of persons who 
die. There is still scope for continuation and extension of 
private pension plans to provide benefits over the minimum 
levels. The scheme is basically designed to cover the 
industrial work force in Canada. The Canada Plan Invest- 
ment Fund, which receives the excess of contributions, 
less benefits paid, is invested mainly on a provincial basis, 
in securities of Provincial governments or guaranteed by 
them. Investment in Federal Government Securities is 
comparatively small. At the end of 1972 total funds 
invested were about C$5,404 million (NZ$3,944 million). 


2. SWEDEN 

The compulsory State pension scheme in Sweden took its present 
form under legislation passed in 1959. It was introduced in 1960 and 
the income related (ATP) pension will mature in 1980. 

The Swedish State provisions for retirement pensions are in 
two parts (1.e., it is a two-tiered scheme) : 

(a) A national basic pension (AFP). 

(b) An income-related pension (ATP). 

In addition, there can be further complementary pensions provided 
in separate schemes on a voluntary basis mainly negotiated between 
employers and salaried employee unions. 

The national pension scheme provides a basic pension for every- 
one at age 67 regardless of previous income and of contributions 
paid in respect of other pensions. Although full entitlement is at 
age 67, a lower pension can be paid at age 63 on application. 

The basic (or old age) pension payable at age 67 is calculated 
as 90 percent of a base amount, which is adjusted from year to 
year in accordance with price changes. 

From July 1972 the following pension rates were payable: 

SKr6,570 a year (NZ$1,224) for a single person (or where 
married to a non-pensioner, or person under 67 years). 

SKr5,110 a year (NZ$952) for each married person, where 
both have reached 67 years. 
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Intermediate amounts are paid where a spouse has a two-thirds or 
one-third early retirement pension. A pension supplement applies 
(at the end of 1972 SKr876 or NZ$163 a year) where the other 
retirement or widow’s pension is under SKr1,314 (NZ$245) a year 
with a reduction for any excess over that amount. Periodic adjust- 
ments are made. In addition, about half of all old-age pensioners 
are eligible for a local authority housing allowance, subject to means 
test. 


The national basic pension in Sweden, which is payable to all 
Swedish citizens, is financed on “a pay as you go basis’ from a 
combination of State and municipal taxation grants, plus private 
contributions levied at the rate of 5 percent of taxable incomes 
(up to SKr30,000 or NZ$5,589 a year and with a maximum amount 
payable of SKr1,500 or NZ$279, not deductible). 


The income-related pension, or national supplementary (ATP) 
pension scheme, provides irrespective of nationality pension benefits 
additional to the basic (old age) pension. These benefits largely 
depend upon the income earned while actively working. ATP is 
based broadly on earned income between the ages of 16 and 65. To 
obtain a full ATP pension it will be necessary after the system is 
fully introduced in 1980 to have earned pension-carrying income for 
30 years. Special rules will apply, however, to those age groups of 
Swedish nationals who have not had time to acquire full pension 
rights. 


When the system is fully established, the ATP and ‘the basic 
(old age) pensions will give a retirement income of about 60 percent 
of the income received during the 15 best earning years or the last 
15 years. Income beyond a certain level, however, confers no right 
to further pension. The ceiling of pension bearing income was 
SKr54,750 (or NZ$10,200) from July 1972, and is subject to 
periodic adjustment. 


The following are details of the ATP (income-related) scheme: 
(a) Pension contributions are paid by the employer. 


The rate has been increased steadily since 1960 
(when it was 3 percent) to the present rate of 104 
percent of wages paid, based on the average number of 
workers employed. The contribution is thus a collection 
charge or “assessment” on a return of wages and salaries 
paid in the previous year. It is not an individual assessment 
for each employee, although persons in receipt of income 
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from gainful occupation other than employment must 
themselves pay their contributions for ATP pensions. An 
increased contribution rate could apply in future years 
and it is expected the rate will be 102 percent in 1975 and 
11 percent for 1976-79. 


(b) Pension-bearing income for purposes of the ATP scheme is 
income from gainful employment, and excludes income 
from capital. 


(c) Self-employed may opt out of the ATP scheme, but since 
1966 application to do so requires the spouse’s approval, 
where applicable. It is possible, however, to re-enter the 
scheme after 5 years but if exemption is sought such 
exempted income does not qualify for pension rights. 


(d) The pension-bearing income is only that part of income 
between a lower limit (the so-called basic amount) and 
an upper limit, which corresponds to 74 times the basic 
amount. In general terms, the upper income limit is about 
twice the national average of earnings. [NoTe: The basic 
amount was SKr4,000 in 1957 and in July 1972 was 
SKr7,300 (NZ$1,360) based on an index of retail prices. 
It represents between a quarter and a third of national 
average earnings.] 


(e) Each year a person (either husband or wife if earning separate 
incomes) will, in respect of his/her pension-bearing 
income, be credited with a calculated number of pension 
points. Pension points are obtained by dividing the pension 
bearing income by the basic amount (Pension-bearing 
income is earned income up to the ceiling limit less the 
basic amount for the particular year.) The maximum 
number of pension points obtainable is 6.5 a year. 


({) To calculate the ATP pension at retirement, 60 percent of 
the average of the pension points (for the best or the 
last 15 years) is multiplied by the basic amount at that 
time. If subsequently either prices rise or fall during the 
period the pension is payable then adjustment occurs 
through an adjustment of the basic amount. 


(g) Both husband and wife may qualify for individual pensions 
on retirement or invalidity. A family pension is also pay- 
able to a widow on the death of her spouse before 
retirement, where married for at least 5 years and over 
the age of 36; or where a widow has custody of dependent 
children. 
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The Swedish scheme is administered through a National Social 
Insurance Board, which is also concerned with other branches 
of Swedish social insurance (sickness, maternity, disability, etc., 
provisions which are mainly financed from national taxation). 
Regional public insurance benefit societies operate the scheme but 
the regional taxation authorities collect the contributions. 


The Basic Pension Fund is operated on a “pay as you go basis” 
and has shown little increase. The National Pensions Fund (which 
is concerned with the ATP scheme) which has substantial funds is 
on a “pay as you go basis” but with possible contribution rate 
changes. This fund is substantial (about SKr56,000 million or 
NZ$10,433 million in 1972). Its investment is widespread in 
Sweden, but with a substantial amount of local autonomy, and 
covers investments in local authorities, co-operatives, housing 
mortgages, corporation debentures and mortgages. Investment in 
Central Government securities is under 10 percent of the total fund. 
The extension of its investment into company equity capital has 
been much debated in Sweden. On this point a commission had 
earlier recommended a limit of 5 percent in any one company 
but this has not been adopted. 


In making comparisons concerning investment of pension funds 
it must be borne in mind that the capital market in Sweden is 
different in structure to some other European capital markets in 
that such funds are not invested through the stock exchanges but 
placed direct. 


3. WESTERN GERMANY 


Under Federal Government social security insurance legislation 
and other legislation, the Ministry for Labour and Social Affairs 
supervises or controls a large number of superannuation institutes 
(or public superannuation corporations) which operate compulsory 
schemes for retirement as social security pensions in the following 
categories. 


(a) Manual workers’ pension insurance. 
b) Non-manual workers’ pension insurance. 
c) Miners’ special scheme pension insurance. 


( 
( 
(d) Pension insurance for self-employed. craftsmen. 
(e) Pension security for farmers. 

( 


f) Pension insurance for free professions (mainly separate 
schemes for each profession). 
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Special considerations related to agricultural policy apply in 
the scheme for farmers but, in the other categories the Federal 
Government has laid down general guidelines to operate the 
schemes on a fairly uniform basis. These guidelines include the 
level of contribution by employee and employer, the upper level 
of pensionable earnings (generally twice the average base rate of 
earnings), the pension formula, and future adjustments of emerging 
pensions for increases in living standards, which are expressed in 
the rise of average earned income of the insured persons. 


Consideration is now being given in Western Germany to such 
questions as a minimum basic pension, as the Western German 
schemes are single-tier and based on earnings. Provisions exist to 
supplement the mandatory income-related pensions. Up to now a 
range of Government-subsidised supplements, or social aid to needy 
people, has been handled at municipal or State level. In addition, 
the Federal Government is also considering extra pension provisions 
for women—whose income has been low—and very low-paid 
workers. 


In order to supplement the mandatory social insurance pension, 
which had a pension-bearing earnings ceiling in 1972 of DM25,200 
(NZ$8,223) annually, there are a number of works or industrial 
schemes under which a higher pension can be obtained (e.g., 
steelworkers, railway workers, tramways, municipalities, and the 
Federal postal service). Senior clerical public servants may also 
obtain a supplementary pension additional to a pension under the 
non-manual scheme. More senior administrative permanent civil 
servants receive a Federal non-contributory pension with a ceiling 
of 75 percent of final salary. 


Social security insurance in Western Germany also covers this 
range of benefits, additional to retirement: 
Industrial injuries insurance. 
Health insurance. 
Unemployment insurance. 
Social aid (with local authorities). 
Equalisation of burdens. 
Contributions are generally additional to those for pension 
schemes, with separate funds for each group under separate public 


corporations or institutes which are largely self-governing within 
the Federal legislative guidelines. 
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About 79 percent of the total of pension insurance expenditures 
is for pensions, about 10 percent for health insurance and about 
4 percent for rehabilitation of injured persons. The funds of the 
schemes are really “pay as you go” as after the collapse of the 
German mark following two world wars, with consequent loss of 
investments, the funds had small reserves. At present the non- 
manual insurance funds are required to lend assistance to the 
manual insurance funds to overcome a “hump” in estimated 
pension payments in the next 15 years. 


General Basis of Western German National Pension Scheme 


Pension insurance is a compulsory form of insurance in Western 
‘Germany related to the nature of employment and does not require 
the consent of the insured person, although some exemptions may 
be allowed. In general, persons employed in manual occupations are 
insurable under the Manual Workers’ Pensions Insurance Scheme 
and the non-manual workers under the Non-Manual Workers’ 
Pension Insurance Scheme. A special scheme applies to miners 
employed in mining undertakings, with an extra contribution from 
employers. Of the 23 million West German workers insured about 
12 million are in the manual scheme, eight million in the non- 
manual scheme and the balance in other schemes. 


The West German social security insurance schemes are, in a sense, 
basic schemes, on top of which further provision for retirement 
may be made. These “floor schemes” are income-related as the 
insured’s ultimate pension is based on his (or her) contributions 
(recorded on an insurance card, which shows any additional con- 
tributions or voluntary extra contributions by means of stamps). 
There is a ceiling, however, which is related to twice the average 
pension base and appears to equate twice average weekly earnings 
(in 1972 the ceiling was DM25,200 per annum or NZ$8,223) 
of all persons in the particular scheme, except for the self- 
employed professional classes, who have their separate schemes. 


Pensions in Western Germany are normally payable at age 65 
but consideration is being given to lowering the retiring age 
to 63, where 35 years’ contributions have been made, but with 
some reduction in entitlement. In other cases, the retiring age 
will remain 65. 


Contribution rates have been fixed at 18 percent on earnings (from 
1973) with reserves held at about the present level (of DM34,066 
million, NZ$11,116 million). The contribution in 1970 was 
17 percent of insurable earnings (since increased to 18 percent) 
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up to the insurable ceiling, which is twice the general basis of 
computation for pension payable during the same calendar year. 
The general base salary for 1972 was DM16,320 (NZ$5,325) 
and is revised annually. 


Contributions for 1973 are met— 
9 percent by employee; 
9 percent by employer. 


Self-employed are responsible for paying the full contribu- 
tion themselves. 


The Government pays the whole contribution of persons serving 
in the armed forces. 


The contributions are payable by the employer who remits the 
contributions for pensions insurance, together with contributions 
to health and unemployment insurance, to the collecting agency, 
which transfers it to the various funds. Voluntary contributions 
are payable separately usually by affixing stamps. 


Computation of Pension 


The general basis of computation of manual and non-manual 
workers is arrived at on the basis of the gross average annual earn- 
ings of all wage and salary earners, excluding trainees and appren- 
tices. The mean of 3 years preceding the year to which the 
pension becomes payable is used in calculating the pension. This 
in effect applies a correction for wage adjustments compared with 
earlier years. For instance, the average for 3 years 1968-1970 was 
DM12,008 (NZ$3,918) for pensions which became payable in 
1972. 


The formula for pension is— 
15% Xn X S X G, where— 


n = number of years insured 
S = average (3-year) base amount 
CG = personal co-efficient factor (i.e., relation of individual’s 


gross pensionable earnings over his working life to 
to the base average of past years). 


For example, for a person whose personal co-efficient was 160 
percent of the average annual earnings of all workers over the 
40-year period, the pension calculation would be: 

1.5 160 
— X 40 (years) X 12,008 X* —— = DM11,528 p.a. 
100 100 
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If the personal factor were 100 percent (or average for the 
scheme) then the initial pension after 40 years in the above case 
would be (60 percent of DM12,008) DM/7,205 (NZ$2,351) a 
year, and this is subsequently adjusted for changes in the base 
amount, which reflects average wage changes. 


The administration of the Western German schemes is spread 
through a large number of pension institutes but overall surveys 
and social budgets are prepared by the Federal Ministry of Labour 
and Social Affairs. The Federal Government subsidises the various 
pension schemes by up to 15 percent, mainly to offset the burden 
resulting from war, but has endeavoured to reduce this subsidy. 
It is not yet clear whether further subsidies will be required to 
finance the “floor” benefits at present contemplated. If a subsidy 
is not provided then it would appear that the present level of 
compulsory contribution (18 percent) may be increased. 


4. Unirep Kincpom 


In September 1971 the British Government brought out a 
White Paper (Command 4755) on the future development of State 
and private occupational pensions. After discussion a Social Security 
Bill was introduced late in 1972 which it is intended to pass this 
year to take effect in 1975. 


The British legislation will amend the previous basis of a mixture 
of fixed contributions and a percentage of earnings (which have 
operated under the National Insurance Scheme introduced after 
World War II), by one combined percentage contribution on 
actual earnings (with maximum and minimum contribution 
levels) in order to provide improved pension benefits. This scheme 
had operated on a “pay as you go basis” with contributions paid 
out in benefits but as the number of pensioners was rising faster than 
the number of people working and with inflation eroding earlier 
flat-rate benefits, a readjustment of the scheme had become 
necessary. 


The National Insurance Scheme also provided a range of benefits 
covering unemployment, sickness, disability, etc., which were 
financed by contributions and Government assistance. 


The present British Government, in introducing the Social 
Security Bill in 1972, is endeavouring to rationalise the parts 
played by the State social security system and the private sector 
occupational pension schemes within one “strategic policy”. Briefly, 
this is to upgrade the National Insurance Pension Scheme and to 
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introduce a new supplementary pension scheme (called the Reserve 
Scheme) under a separate fund for those workers who do not 
belong to an existing contributory (private) occupational scheme. 
It provides a set of guidelines for existing and new (private) 
occupational schemes so that they may gain “recognition” as 
acceptable schemes. A transition period of 2 years until 1975 is 
provided in the Bill. 


The proposed British pension system is in effect two-tier—a 
basic pension under national insurance supplemented either by a 
pension from the new State Reserve Scheme or by an occupational 
pension scheme provided by employers. Provisions exist for preserva- 
tion of pension rights and, in certain circumstances, for transfer- 
ability between the second tier schemes. There is an upper limit 
of 14 times the average wage level (with a lower level.of a quarter 
of this average) for contributions to the basic National Insurance 
Scheme and the same limits apply to the State Reserve Scheme and 
to the recognition conditions for the private occupational schemes. 
Private occupational schemes will be free to provide benefits above 
this minimum level. 


Basic Pension (national insurance) 


The basic pension, as revised, is payable on retirement at age 
65 (men) and 60 (women), provided they have contributed during 
their working life. Wives do not qualify unless they have contributed. 
Self-employed if under schedule D (for return of income to the 
Inland Revenue) are required to contribute. 


Contributions under the revised scheme, which comes into 
operation in 1975, will be for the main class—employees 54 percent 
of earnings (with maximum at present of £48 per week) and 
employers 74 percent (on same earnings) to give a total of 123 
percent of PAYE earnings of which a portion (estimated at 
about 23 percent) is for financing other benefits. Self-employed are 
required to pay a small flat rate weekly plus 5 percent on any 
excess taxable income over £1,150 per annum up to £2,500 
maximum (under schedule D). 


Voluntary payment of a modest weekly contribution by those 
who would otherwise be unable to qualify for basic benefits is 
provided for. No contributions are required if income is under 
one-quarter of the national average wage. The upper ceiling and 
level of contributions will be reviewed periodically, probably 
annually. The Government provides a subsidy of 18 percent on 
all contributions. 
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The qualifying period for full pension is nine-tenths of the person’s 
working life (ie, 44 years for men and 39 years for women), 
with a reduced pension for shorter working periods. There is no 
means test for the basic pension. 


The earliest age for payment of basic scheme retirement pensions 
will remain 65 for men and 60 for women. The main pensions are 
category A (payable to contributors) and category B (payable to 
wives of contributors). For full rate category A pension (£6.75 a 
week in 1972 terms), a qualifying level of contributions must have 
been achieved in 90 percent (44 years for men and 39 for women) 
of the years of working life. Where the level is only achieved in fewer 
than 90 percent of the years, reduced rate pensions are payable. There 
are also a small number of non-contributory pensions (categories C 
and D) for certain people over 80, and all pensioners over 80 receive 
a small age addition (25 pence in 1972 terms). None of the basic 
scheme retirement pensions is means-tested. 


The White Papers (Command 5142 and 5143) which accom- 
panied the introduction of the legislation in November 1972 give 
full details. 


Reserve Pension Scheme (Income Related) 


Although additional to the basic pension, already referred to, 
this is in effect a separate contributory scheme, with a separate 
basis for contributions and no Government subsidy. It does not 
cover self-employed persons and is really aimed to provide a 
separate pension where a private occupational (income-related) 
scheme of “recognised” standard does not operate. 


The Reserve Scheme is for wage and salary-earners between 
the ages of 21 and 65. It is a fully-funded but separately invested 
scheme, with a contribution basis of 4 percent of weekly earnings 
(employee 14 percent and employer 24 percent) and with the 
actual pension scales related (on an actuarial basis) to age at 
entry, contributions each year during working life, sex, and age 
at retirement. 


The scheme is, in effect, a series of recurrent annual single 
premiums giving a with-prefits pension at retirement. It is based 
on tables or rates showing the amount of pension bought for a 
contribution at each age of earning, and according to sex. 
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Both male and female wage and salary earners contribute and 
membership is compulsory between ages 21 to 65 years (women 60 
years), if not covered by a separate (private) occupational scheme. 
Collection for the Reserve Scheme is through the PAYE system. 
There is no maximum earnings rule and no contribution refunds. 
This implies that there is no portability between the State scheme 
and a private occupational scheme and if employees transfer they 
remain in the State scheme once in it. There is, however, in some 
circumstances, transferability from a private scheme to the Reserve 
Scheme with pension determined at age of transfer. 


The pensions are payable to the worker but widows receive a 
half pension based on the husband’s entitlement or half of the 
prospective pension on decease of a contributory wage earner. 


The pension fund and scale of pension benefits are based on an 
interest rate of 4 percent from investments, after deduction from 
contributions of 5 percent for expenses. Insofar as the fund 
earnings are better than 4 percent and, depending upon mortality 
experience among pensioners, bonuses will be added to both contri- 
butions and pensions when payable. This will depend on the invest- 
ment pattern of the fund, which will be managed by an independent 
board. 


With a total level of contribution of 4 percent of earnings, the 
level of pensions purchased is not particularly high. The following 
table (from White Paper Command 5143, page 11) shows the 
units of pension purchased at certain ages for weekly contribu- 
tions of £1 (for men and women), excluding bonuses. 


Pension from Age 65 (Men) and 60 (Women) 


(Secured by contributions to Reserve Pension Scheme) 


Age of Contributor Last Birthday Weekly Pension (Unit) per & 
(at End of Tax Year) Contribution 
(Men) (Women) 
(pence) (pence) 
OE SR LS eA 0.866 0.581 
Baa eee ences 0.773 0.520 
Dns ccce, oaks. « 3 oe 0.638 0.431 
Goce e Ate, Be 0.529 0.356 
BU ery aa ee  R 0.438 0.295 
ASraot Fs giedac 2k 0.363 0.244 
Biles it pe en A 0.301 0.200 
ts TORS Ie Oe aE ma 0.250 0.164 
Be ERI O STEEL BE ERY 0.203 Nil 


Tables 1 and 2 (Command 5142, pages 24-25) give examples 
of Reserve Scheme pensions. For example, entry at age 22 will 
give a male person at age 65 a weekly pension equivalent to 39 
percent of weekly earnings (and female at age 60 a pension of 
25 percent) assuming constant earnings. For older ages the per- 
centages reduce. (Further details are given in Command Papers 
4755, 5142, and 5143.) 


It is difficult to forecast the extent of bonus additions under 
the Reserve Scheme. The ultimate level of pensions will depend 
on the excess (over 4 percent) of the overall earning rate of the 
fund and its actuarial experience. It is significant, however, that 
in the guidelines for “recognition” of private occupational schemes 
the British authorities require certain minimum levels of contri- 
bution and the “dynamising”, or periodic increases of pensions, 
by either a cost-of-living index link or a fixed rate increase of at 
least 3 percent a year compound, or provisions which will satisfy 
the Occupational Pensions Board for post-award increases to 
pensions. 


This board will be established to supervise the transition of 
private occupational schemes between 1973 and 1975 to the new 
guidelines which are somewhat technical. They broadly provide 
for an adequate contribution level to support at least a pension 
as based on “reckonable” earnings used in the State Reserve Scheme; 
periodic adjustment to meet cost-of-living increases (referred to 
earlier); the occupational pension scheme must be funded or 
insured up to the “recognition” level; and the board is given 
considerable power to supervise the funding arrangements where 
required. The board will also be responsible for guidelines dealing 
with preservation of pension benefits on leaving a private occupa- 
tional scheme after 5 years, provision of benefits for widows, 
transfer values (after 1975) into another occupational scheme, 
or for deferred annuities to be purchased. Payment of transfer values 
can be to the Reserve Scheme, in which case the age at transfer 
will be used to establish a pension. 


A number of these provisions are interesting in the context of 
the New Zealand Scheme and its relationship to private schemes. 
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GLOSSARY OF TERMS 


accrued benefit 


This depends on the actual provisions of the scheme, but usually 
is that part of the member’s superannuation benefit which relates 
to contributions paid to date. 


accumulated credit 


This has a similar meaning to “accrued benefit” but more specific- 
ally relates to the accumulation of superannuation contributions 
with net investment earnings thereon. 


actuarial annuity tables 


These are tables of values of annuities of unit amount based on 
various assumptions as to interest and mortality. 


actuarial valuation 


Determines the present value of a fund’s future commitments for 
benefit payments to existing members, on the basis of assumed future 
experience in regard to interest, mortality and other relevant factors. 


allocated funding 


Under schemes operating on this principle contributions by the 
employer and the members are allocated to individual members who 
are credited also with an appropriate share of investment earnings. 


alternative scheme 


This is a scheme operated by an employer independently of the 
New Zealand Scheme, but which provides benefits at least equivalent 
to the minimum New Zealand Scheme levels and meets certain other 
requirements, including approval from the Government Actuary. 
Members of such a scheme are not required to be members of the 
New Zealand Scheme. 


annuitant 


Is an individual entitled to receive an annuity. 


annuity 


This is a series of periodic payments made to an individual, usually 
for his lifetime, but in some circumstances ceasing on remarriage. 
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average income scheme 


A superannuation scheme where a member’s retirement benefit is 
directly related to the level of his earnings averaged over the whole 
of his service, or over a short period of years immediately prior to 


his retirement. 
capitalisation 

In the context of this paper this is the conversion of an annuity, 
or part thereof, to an equivalent lump-sum benefit. 


cash accumulation principle 


This is the basis of those superannuation schemes under which 
retirement benefits are directly derived from the accumulation with 
investment earnings of specific contributions paid by and on behalf 


of a member. 
common fund investment services 


These are services provided by certain institutions with expertise 
in investment management, whereby some or all of the moneys of 
a superannuation scheme are included in a large pool of investments, 
and the particular scheme is credited with investment earnings directly 
related to the overall experience of the pool. 
commutation 


This has a similar meaning to “capitalisation’’. 


earnings (of the fund) 

Refers to investment earnings generated by the assets of the fund, 
and may be net of various expenses. 
earnings-related 


In the context of this paper this refers to superannuation benefits 
deriving from the accumulation with investment earnings of con- 
tributions which in amount, are directly related to an individual’s 


earnings over the period of his membership of a superannuation 
scheme. 


experience of the fund 

This usually relates to the financial effect on a fund of actual or 
anticipated rates of interest or inflation and other relevant factors. 
first tier 


These are retirement and other benefits payable to those eligible, 
under New Zealand social security arrangements. 
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flat-rate benefit 


This is a benefit which is expressed as an absolute amount and 
usually does not vary as between those eligible for payment, and is 
not related to an individual’s earnings or contributions. 


fund 


The body of assets, or moneys, supporting the accrued benefits 
under a superannuation scheme. 


income-related 


In this paper, this has the same meaning as “earnings-related”’. 


investment manager 


A financial institution or other organisation with appropriate 
expertise in the management of investments for superannuation 
schemes. 


locked-in contributions 


Where accrued benefits are preserved for a member until retire- 
ment age, contributions made by and for him cannot be drawn 
upon in advance of the date for receipt of an appropriate benefit. 


lump-sum schemes 


Those schemes which provide more than 25 percent of the retire- 
ment benefits in the form of a lump sum. 


occupational schemes 


Usually refers to any superannuation scheme which is operated 
by an employer for some or all of his employees, or by a group of 
employers for employees in certain occupational categories or unions. 


pay-as-you-go basis 
A principle of superannuation funding, whereby contributions 


from time to time are pitched at a level designed to equate broadly 
with total benefits then being paid. 


pooling 

The spreading of investment or mortality risks of a smaller scheme 
by merging the experience of the scheme with a number of other 
schemes so as to form a combined group wherein each scheme will 
operate on the basis of the average overall experience. 


84 


portability 

This is the ability to transfer accrued superannuation benefits 
reflecting the whole of the contributions of both employee and 
employer from the scheme of a former employer to that of a new 
employer. 


preservation 


Where a member withdraws from a scheme his accrued benefit 
may be set aside or “locked in” for his ultimate future benefit. 


second tier 

In New Zealand this refers to those superannuation benefits which 
will be provided under the New Zealand Scheme or an approved 
alternative scheme or a continuing existing scheme to which con- 
tributions payable may be offset against minimum New Zealand 
Scheme contribution requirements. 


third tier 

These will be those superannuation schemes where all benefits 
provided are supplementary to the minimum requirements of the 
New Zealand Scheme or an approved alternative scheme. 


transfer value 


Where an individual transfers his membership from one scheme 
to another, this is the amount available for transfer to his credit 
under the new scheme. 


unallocated funding 


This is the funding principle observed where the employer’s 
contribution is not allocated to individual members but is calculated 
as being sufficient to provide the benefits specified in the trust deed. 


winding-up of a scheme 

This occurs when contributions are no longer to be paid to a 
scheme. Accrued benefits may be preserved for the member until his 
retirement age. 
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Alternative schemes— 
benefits, 46 
conditions, 24-29, 45-48 
contributions, 24-28, 46 
investment powers, 47 
new (conditions), 45 
options, 27, 45, 49 
transitional arrangements, 51 
winding-up 29, 46, 53 
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15 
Mutual funds, 59 


National Provident Fund, 55 
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Portability, 16 
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Preservation of credits, 16 
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